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Radian Group Inc. is a credit enhancement company that supports homebuyers, lenders, loan servicers
and investors through a suite of private mortgage insurance and related risk management products and
services. Radian is traded on the New York Stock Exchange under the symbol RDN.

Radian helps to promote and preserve the tradition of homeownership for low-downpayment borrowers
while protecting lenders from default-related losses on residential first mortgages. Radian’s commitment to
homeownership has been built on a foundation of evaluating credit risk—helping customers and
investors expertly and prudently manage mortgage credit risk.

Radian has three business segments: mortgage insurance, financial guaranty and financial services:

- Our mortgage insurance business, which is the company’s core focus, provides credit
profection for mortgage lenders and other financial services companies on residential
mortgage assets.

- Our financial guaranty business, which is not writing new business, has provided
insurance and reinsurance of municipal bonds, structured finance transactions and
other creditbased risks, as well as credit protection on various asset classes through
financial guarantees and credit default swaps (CDS).

—  Our financial services business consists mainly of our ownership interest in Sherman
Financial Group LLC—a consumer asset and servicing firm specializing in credit card
and bankruptcy-plan consumer assets.

Forward Looking Statements—Safe Harbor Provisions

In addition to historical information, this Annual Report, including the letter to our stockholders included
in this report, contains statements relating to future events or our future results. These statements are
“forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934 and are subject to the safe harbor provisions
created by these statutes. Any forward-looking statement is not a guarantee of future performance and
actual results could differ materially from those contained in these forwarddooking statements. The
forwardlooking statements, as well as our prospects as a whole, are subject fo risks and uncertainties,
including those set forth in the Risk Factors detailed in ltem 1A of Part | of our 2009 Annual Report on
Form 10-K, which is included as part of this Annual Report. We caution you not to place undue reliance
on these forward-looking statements, which are current only as of the date on which we mailed this
Annual Report. We do not intend to, and we disclaim any duty or obligation to, update or revise any
forward-looking statements made in this Annual Report to reflect new information or future events or for
any other reason.



To Qur Stockholders:

For more than 30 years, Radian has helped to promote and preserve the tradifion of homeownership for
low-downpayment borrowers. Through our private mortgage insurance and other risk management products,
our company has helped protect lenders from defaultrelated losses, and helped families realize their
homeownership dream. '

While our vision has not changed, the macroeconomic and market conditions affecting our business have
been more challenging in the past several years than ever before in our history. Last year was no exception,
yet | am pleased to highlight several significant accomplishments. Thanks to the commitment and fenacity of
our Radian feam, we made progress against the critical priorities | outlined in my letter to you last year,
namely ' ‘ "

e sirengthening our mortgage insurance capital position,
e improving our holding company liquidity position, and. .

e profecting our core mortgage insurclnce‘fronchise.

Strengthening Mortgage Insurance Capital ;

Qur primary strategy for improving Radian’s mortgage insurance capital position was to reduce our non-core
risk exposure and carefully manage legacy losses, which we succeeded in doing throughout the year. In
2009, we commuted a $9.8 billion financial guaranty reinsurance portfolio; terminated our last remaining
domestic mortgage insurance CDS transactions; eliminated nearly $260 million of second-ien risk exposure
and $267 million of modified pool and pool risk in force; mitigated our exposure to NIMs bonds; and
terminated capfive reinsurance arrangements. We began 2009 with a riskiocapital rafio of 16.4:1. As a
result of our strategic transactions, including in particular the transfer of $143 million in contingency reserves
in our financial guaranty business, the risk4o-capital rafio for ‘our core morigage insurance business was
15.4:1 at December 31, 2009, among the lowest in‘the industry.

We also continue to prepare our other 50-state licensed mortgage insurance -subsidiary, Amerin Guaranty, fo
wiite new firstlien business in the unlikely event that Radian Guaranty's riskto-capital ratio exceeds 25:1, the
statutory limit currently imposed in certain states. Given our risktocapital ratio and the potential availability of
Amerin, if needed, we now expect to continue wriing high-quality mortgage insurance business,
uninterrupted, for the foreseeable future.

Improving Holding Company Liquidity :

At the beginning of 2009, our holding company, Radian Group, was faced with a combination of private
and public debt maturing in 2011, as well as significant infercompany tax obligations. VWe addressed this
challenge with several strategic acfions, including buying back a portion of our 2011 public debt below par,
transferring the equity interest of our Sherman Financial subsidiary to Radian Guaranty, and complefing o
tender offer for money market commitied preferred securities (CPS). Through these efforts, combined with a
reduction in our expected 2010 intercompany tax payment, we believe we have successfully eliminated any
potential gap in nearferm liquidity for Radian. In fact, we now project sufficient holding-company liquidity
through at least 2012.

Protecting our Mortgage Insurance Franchise

| began this letter with our company’s vision—to help promote and preserve the fradifion of homeownership
for low-downpayment borrowers. We can only fulfill this promise by sustaining a successful mortgage
insurance franchise; one that serves as a strong financial partner for our customers and a reliable foundation
of financial stability for our nation’s housing recovery.



Over the past two years at Radian, during a time when we and others in the indusiry were focused on
meeting unprecedented nearterm challenges, we also made a strategic decision to fransform our business.
We improved our technology, infrastructure and’ customer outreach, in order to be positioned as a stronger,
more efficient and profitable morigage insurer when markets recover. We expanded our sales team,
reinforced our relationships with morigage lenders, and expanded our customer base to include many credit
unions and community banks. Importantly, we completed this transformation while writing new insurance in
2009 that consisted of nearly all prime-quality loans and growing our share of that high-quality market to
greater than 20%, a record high for the company.

In today’s environment, however, our loss management efforts are equally important. Radian offers third-party
credit counseling services and claim advance payment programs to help borrowers avoid the devastating
impact of foreclosure. We increased the number and broadened the skills of our loss management experts.
We also placed specialists in our cusfomers’ own servicing shops and reached out directly to troubled
homeowners by mail and online. Like many in the indusiry, we have focused resources on supporting the
Administration’s Homeowner Affordability and Stability programs, HAMP and HARP, which were launched in
2009 to help troubled homeowners to sensibly restructure or refinance their morigages. Radian played a
significant role in developing and deploying the Hope LoanPort, a webbased portal used by the industry to
better facilitate the collection and sharing of borrower information needed to process HAMP modifications.
Despite these efforts, the impact of the housing dovntum has -been profound, and Radian paid nearly
$1 billion in claims in 2009; we expect claim payments of approximately $1.5 billion in 2010.

Despite our best efforts to bring in new business, Radian-was clearly impacted: by disappointing mortgage
industry origination volume and private mortgage insurance market penetration in-2009. While our new
insurance written was of the highest credit quality in our history, we wrote $17 billion for the year—just slightly
more than 50% of our 2008 volume. leading industry groups and . govemment agencies including the
Mortgage Bankers Association and the Federal Housing Finance Agency have expressed the vital:importance
of the private mortgage insurance industry for a healthy U.S. housing finance system, yet competition with the
Federal Housing Administration (FHA] remains fierce. During 2009, Radian’s leadership team worked closely
with regulatory and legislative groups to reinforce the role of private mortgage insurance to support a strong,
stable housing market, including providing testimony-on Capitol Hill and hosting @ homeownership panel
discussion for key legislators. We ‘believe that the future of mortgage finance will continue to rely on funding
from. both private and public capital sources, and that the balance between the two will begin to regulate to a
more sustainable level. _ ' :

Looking Ahead

We strongly believe that the private mortgage insurance- industry, as it has-fer more thar 50 years,. will
continue fo provide market stability, safety and soundness to the housing finance system for years to come. At
Radian, we are ¢ommitted o promoting and preserving the tradition of homeownership as a strong financial
partner, and o returning fo longterm profitability through disciplined risk management.

Thank you as always for your continued confidence in and support of Radian.

S Sbeallom

S. A. lbrahim
Chief Executive Officer
April 2010
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Forward-Looking Statements—Safe Harbor Provisions

All statements in this report that address events, developments or results that we expect or anticipate may
occur in the future are “forward-looking statements” within the meaning of Section 27A of the Securities Act of
1933, Section 21E of the Securities Exchange Act of 1934 and the United States (“U.S.”) Private Securities
Litigation Reform Act of 1995. In most cases, forward-looking statements may be identified by words such as
“anticipate,” “may,” “will,” “could,” “should,” “would,” “expect,” “intend,” “plan,” “goal,” “contemplate,”
“pelieve,” “estimate,” “predict,” “project,” “potential,” “continue,” or the negative or other variations on these
words and other similar expressions. These statements, which include, without limitation, projections regarding
our future performance and financial condition are made on the basis of management’s current views and
assumptions with respect to future events. Any forward-looking statement is not a guarantee of future
performance and actual results could differ materially from those contained in the forward-looking information.
The forward-looking statements, as well as our prospects as a whole, are subject to risks and uncertainties,
including the following:

«  changes in general financial and political conditions, such as the failure of the U.S. economy to recover
from the most recent recession or the U.S. economy reentering a recessionary period following a brief
period of stabilization or even growth, the lack of meaningful liquidity in the capital markets or in the
credit markets, a prolonged period of high unemployment rates and limited home price appreciation or
further depreciation (which has resulted in some borrowers voluntarily defaulting on their mortgages
when their mortgage balances exceed the value of their homes), changes or volatility in interest rates or
consumer confidence, changes in credit spreads, changes in the way investors perceive the strength of
private mortgage insurers or financial guaranty providers, investor concern over the credit quality and
specific risks faced by the particular businesses, municipalities or pools of assets covered by our
insurance;

catastrophic events or further economic changes in geographic regions where our mortgage insurance
or financial guaranty insurance in force is more concentrated;

+  our ability to successfully execute upon our capital plan for our mortgage insurance business (which
depends, in part, on the performance of our financial guaranty portfolio), and if necessary, to obtain
additional capital to support new business writings in our mortgage insurance business and the long-
term liquidity needs of our holding company;

«  afurther decrease in the volume of home mortgage originations due to reduced liquidity in the lending
market, tighter underwriting standards and the decrease in housing demand throughout the U.S.;

+  our ability to maintain adequate risk-to-capital ratios and surplus requirements in our mortgage
insurance business in light of ongoing losses in this business and continued deterioration in our
financial guaranty portfolio which, in the absence of new capital, may depend on our ability to execute
strategies for which regulatory and other approvals are required and may not be obtained;

our ability to continue to effectively mitigate our mortgage insurance losses;

«  reduced opportunities for loss mitigation in markets where housing values do not appreciate or
continue to decline;

 the negative impact our increased levels of insurance rescissions and claim denials may have on our
relationships with customers, including heightened risk of potential disputes and litigation;

«  the concentration of our mortgage insurance business among a relatively small number of large
customers;

»  disruption in the servicing of mortgages covered by our insurance policies;

 the aging of our mortgage insurance portfolio and changes in severity or frequency of losses associated
with certain of our products that are riskier than traditional mortgage insurance or financial guaranty
insurance policies;



the performance of our insured portfolio of higher risk loans, such as Alternative-A (“Alt-A”) and
subprime loans, and of adjustable rate products, such as adjustable rate mortgages and interest-only
mortgages; ‘

a decrease in persistency rates of our mortgage insurance policies;

an increase in the risk profile of our existing mortgage insurance portfolio due to mortgage refinancing
in the current housing market;

further downgrades or threatened downgrades of, or other ratings actions with respect to, our credit
ratings or the ratings assigned by the major rating agencies to any of our rated insurance subsidiaries at
any time (in particular, the credit rating of Radian Group Inc. and the financial strength ratings
assigned to Radian Guaranty Inc.);

heightened competition for our mortgage insurance business from others such as the Federal Housing
Administration and the Veterans’ Administration or other private mortgage insurers (in particular those
that have been assigned higher ratings from the major rating agencies);

changes in the charters orv business practices of Federal National Mortgage Association (“Fannie Mae”)
and Freddie Mac (together, the “GSEs”), the largest purchasers of mortgage loans that we insure, and
our ability to remain an eligible provider to both Freddie Mac and Fannie Mae;

changes to the current system of housing finance, including the possibility of a new system in which
‘private mortgage insurers are not required or their services are significantly limited in scope;

the application of existing federal or state consumer, lending, insurance, tax, securities and other
applicable laws and regulations, or changes in these laws and regulations or the way they are
interpreted; including, without limitation: (i) the outcome of existing investigations or the possibility of
private lawsuits or other formal investigations by state insurance departments and state attorneys
general alleging that services offered by the mortgage insurance industry, such as captive reinsurance,
pool insurance and contract underwriting, are violative of the Real Estate Settlement Procedures Act
and/or similar state regulations, (ii) legislative and regulatory changes affecting demand for private
mortgage insurance, or (iii) legislation or regulatory changes limiting or restricting our use of (or
requirements for) additional capital, the products we may offer, the form in which we may execute the
credit protection we provide or the aggregate notional amount of any product we may offer for any one
transaction or in the aggregate;

the possibility that we may fail to estimate accurately the likelihood, magnitude and timing of losses in
connection with establishing loss reserves for our mortgage insurance or financial guaranty businesses
or premium deficiencies for our mortgage insurance business, or to estimate accurately the fair value
amounts of derivative instruments in our mortgage insurance and financial guaranty businesses in
determining gains and losses on these contracts;

the ability of our primary insurance customers in our financial guaranty reinsurance business to provide
appropriate surveillance and to mitigate losses adequately with respect to our assumed insurance
portfolio;

volatility in our earnings caused by changes in the fair value of our derivative instruments and our need
to reevaluate the premium deficiency in our mortgage insurance business on a quarterly basis;

changes in accounting guidance from the Securities and Exchange Commission or the Financial
Accounting Standards Board;

legal and other limitations on amounts we may receive from our subsidiaries as dividends or through
our tax- and expense-sharing arrangements with our subsidiaries; and

our investment in, and other arrangements with, Sherman Financial Group LLC, which could be
negatively affected in the current credit environment if Sherman is unable to maintain sufficient
sources of funding for its business activities or remain in compliance with its credit facilities.
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For more information regarding these risks and uncertainties as well as certain additional risks that we face,
you should refer to the Risk Factors detailed in Item 1A of Part I of this Annual Report on Form 10-K. We
caution you not to place undue reliance on these forward-looking statements, which are current only as of the
date on which we filed this report. We do not intend to, and we disclaim any duty or obligation to, update or
revise any forward-looking statements made in this report to reflect new information or future events or for any
other reason.



Part I

Item 1. Business.
I. General

We are a credit enhancement company with a primary strategic focus on domestic, first-lien residential
mortgage insurance.

We have three business segments—mortgage insurance, financial guaranty and financial services:

*  Our mortgage insurance business provides credit protection for mortgage lenders and other financial
services companies on residential mortgage assets.

»  Our financial guaranty business has provided insurance and reinsurance of municipal bonds, structured
finance transactions and other credit-based risks, and has provided credit protection on various asset
classes through financial guarantees and credit default swaps (“CDS”). In the third quarter of 2008, we
decided to discontinue, for the foreseeable future, writing any new financial guaranty business,
including accepting new financial guaranty reinsurance, other than as may be necessary to commute,
restructure, hedge or otherwise mitigate losses or reduce exposure in our existing financial guaranty
portfolio.

»  Our financial services business consists mainly of our minority ownership interest in Sherman
Financial Group LLC (“Sherman”), a consumer asset and servicing firm specializing in credit card and
bankruptcy-plan consumer assets.

Radian Group Inc. (“Radian Group™) acts principally as a holding company for our insurance subsidiaries
and does not have any significant operations of its own.

A summary of financial information for each of our business segments for each of the last three fiscal years
is included in “Segment Reporting” in Note 3 of Notes to Consolidated Financial Statements.

Background. We were incorporated as a business corporation under the laws of the State of Delaware in
1992. Our principal executive offices are located at 1601 Market Street, Philadelphia, Pennsylvania 19103, and
our telephone number is (215) 231-1000.

Additional Information. Our website address is www.radian.biz. Copies of our Annual Reports on Form
10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, as well as any amendments to those
reports, are available free of charge through our website as soon as reasonably practicable after they are
electronically filed with or furnished to the Securities and Exchange Commission (the “SEC”). In addition,
copies of our guidelines of corporate governance, code of business conduct and ethics (which includes the code
of ethics applicable to our chief executive officer, principal financial officer and principal accounting officer) and
the governing charters for each committee of our board of directors are available free of charge on our website,
as well as in print to any stockholder upon request. Information contained or referenced on our website is not
incorporated by reference into and does not form a part of this report.

A. Mortgage Insurance Business (General)

Our mortgage insurance segment provides credit-related insurance coverage, principally through private
mortgage insurance, and risk management services to mortgage lending institutions. We have provided these
products and services mainly through our wholly-owned subsidiaries, Radian Guaranty Inc., Amerin Guaranty
Corporation, and Radian Insurance Inc. (which we refer to as “Radian Guaranty,” “Amerin Guaranty,” and
“Radian Insurance,” respectively).

Private mortgage insurance protects mortgage lenders from all or a portion of default-related losses on
residential mortgage loans made mostly to home buyers who make down payments of less than 20% of the home’s
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purchase price. Private mortgage insurance also facilitates the sale of these mortgage loans in the secondary
mortgage market, most of which are sold to Freddie Mac and Federal National Mortgage Association (“Fannie
Mae”). We refer to Freddie Mac and Fannie Mae together as “Government Sponsored Enterprises” or “GSEs.”

Our mortgage insurance segment offers primary and pool mortgage insurance coverage on residential, first-
lien mortgages (“first-lien”). We have used Radian Insurance to provide credit enhancement for mortgage-related
capital market transactions and to write credit insurance on mortgage-related assets such as international
insurance transactions. We also insured net interest margin securities (“NIMS”) and second-lien mortgages
(“second-lien”) through Radian Insurance, although we have discontinued writing new insurance for these and
other products written in the capital markets. We refer to the risk associated with products other than first-lien as
“non-traditional” or “other risk in force.” At December 31, 2009, our other risk in force was-$1.0 billion, or 2.7%
of our total mortgage insurance risk in force. : :

Premiums written and earned by our mortgage insurance segment for the last three fiscal years were as
follows:

Year Ended December 31
2009 2008 2007
, (In thousands)

Net premiums written—insurance

Primary and Pool INSUTance . ............ooveonneanneannenee.s $650,060  $759,943 $835,961

SECONA-TEI .+« oottt ettt e @nay 11,458 27,236

INtEINAtIONAL & o o vttt e et e e e e s (19,943)(1) 15,831 35,306
Net premiums Written—inSurance ... ...........oueoeenceeeeoeseens $630,076 $787,232 $898,503
Net premiums earned—insurance '

Primary and Pool INSUance . ............oueirmnranroneanenn.. $703,076 $768,723 $730,966

SECONA-TIEN - -« o vt v et et e e e 5,621 18,727 32,744

INterNAIONAL & o ottt e ettt et s 15,726 21,331 15,549
Net premiums earned—insurance . ..............co.oeoeeeeeno: oo, $724,423 $808,781 $779,259

(1) Reflects the termination of certain second-lien insurance and international reinsurance transactions.

1. Traditional Types of Coverage and Forms of Transactions ( General—Mortgage Insurance)

Primary Mortgage Insurance. Primary mortgage insurance provides protection against mortgage defaults on
prime and non-prime mortgages (non-prime mortgages include Alternative-A (“Alt-A™), A minus and B/C
mortgages, each of which are discussed below under “Risk in Force/Net Par Outstanding—Mortgage
Insurance—Lender and Mortgage Characteristics”) at a specified coverage percentage. When there is a claim, the
coverage percentage is applied to the claim amount—which consists of the unpaid loan principal, plus past due
interest (which is capped at-a maximum of two years) and certain expenses associated with the default—to
determine our maximum liability.

We provide primary mortgage insurance on a “flow” basis (which is loan-by-loan) and we have also
provided primary mortgage insurance on a “structured” basis (in which we insure a group of individual loans). In
flow transactions, mortgages typically are insured as they are originated, while in structured deals, we typically
provide insurance on mortgages after they have been originated. Some of our structured business has been
written in a “second-to-pay” or “second-loss” position, meaning that we are not required to make a payment until
a certain aggregate amount of losses have already been recognized. Most of our structured mortgage insurance
transactions in the past have involved non-prime mortgages and mortgages with higher than average balances. A
single structured mortgage insurance transaction may include primary insurance or pool insurance, and some
structured transactions have both primary and pool insured mortgages.
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In the past, we also wrote insurance on mortgage-related assets, such as residential mortgage-backed
securities (“RMBS”) in structured transactions. In these transactions, similar to our financial guaranty insurance
business, we insured the timely payment of principal and interest to the holders of debt securities, the payment of
which is backed by a pool of residential mortgages. Unlike our traditional flow and structured transactions, in our
RMBS transactions, we do not insure the payment of the individual loans in the pool, but insure that aggregate
payments on the pool of loans will be sufficient to meet the principal and interest payment obligations to the
holders of the debt securities. Some structured transactions include a risk-sharing component under which the
insured or a third-party assumes a first-loss position or shares in losses in some other manner. Given market
conditions, we stopped originating this type of business in 2007.

In 2009, we wrote $17.0 billion of primary mortgage insurance, all of which was originated on a flow basis,
compared to $32.5 billion of primary mortgage insurance written in 2008, of which 96.2% was originated on a
flow basis and 3.8% was originated on a structured basis. Primary insurance on first-liens made up 92.6% of our
total first-lien mortgage insurance risk in force at December 31, 2009.

Pool Insurance. We offer pool insurance on a limited basis. Pool insurance differs from primary insurance
in that our maximum liability is not limited to a specific coverage percentage on each individual mortgage.
Instead, an aggregate exposure limit, or “stop loss,” generally between 1% and 10%, is applied to the initial
aggregate loan balance on a group or “pool” of mortgages. In addition to a stop loss, many pool policies are
written in a second-loss position. We believe the stop loss and second-loss features are important in limiting our
exposure on a specified pool.

We write most of our pool insurance in the form of credit enhancement on residential mortgage loans
included in RMBS, whole loan sales and other structured transactions. An insured pool of mortgages may contain
mortgages that are already covered by primary mortgage insurance, and, as such, the pool insurance is secondary
to any primary mortgage insurance that exists on mortgages within the pool. Generally, the mortgages we insure
with pool insurance are similar to primary insured mortgages.

Pool insurance on first-liens made up approximately $2.7 billion or 7.4% of our total first-lien mortgage
insurance risk in force at December 31, 2009. We did not write any pool insurance in 2009.

2. Non-Traditional Forms of Credit Enhancement (General—Mortgage Insurance)

In addition to traditional mortgage insurance, in the past, we provided other forms of credit enhancement on
residential mortgage assets.

Second-Liens. In addition to insuring first-liens, we also provided primary or modified pool insurance on
second-liens. This second-lien business was largely susceptible to the disruption in the housing market and the
subprime mortgage market that began in 2007, and we significantly reduced the amount of our new second-lien
business written in 2007. We did not write any new second-lien business in 2008 or 2009. Second-lien risk in
force was $263 million at December 31, 2009, compared to $622 million at December 31, 2008. For.information
regarding our recent loss experience and total loss expectations with respect to second-liens, see “Management’s
Discussion and Analysis of Financial Condition and Results of Operations—Overview of Business Results—
Mortgage Insurance—Discontinued Non-Traditional Products—Second-Liens.” -

Credit Enhancement on NIMS. In the past, we provided credit enhancement on NIMS bonds. A NIMS bond
represents the securitization of a portion of the excess cash flow and prepayment penalties from a mortgage-
backed security (“MBS”") comprised mostly of subprime mortgages. The majority of this excess cash flow
consists of the spread between the interest rate on the MBS and the interest generated from the underlying
mortgage collateral. Historically, issuers of MBS would have earned this excess interest over time as the
collateral aged, but market efficiencies enabled these issuers to sell a portion of their residual interests to
investors in the form of NIMS bonds.



On the NIMS bonds for which we have provided credit protection, our policy covers any principal and
interest shortfalls on the insured bonds. For certain transactions, we only insured a portion of the NIMS bond that
was issued. The NIMS transactions that we have insured were typically rated BBB or BB at inception based on
the amount of subordination and other factors, although the poor performance of the bonds since issuance has led
to significant subsequent downgrades.

Like second-liens, NIMS bonds have largely been susceptible to the disruption in the housing market and
the subprime mortgage market that began in 2007. We stopped writing insurance on NIMS bonds in 2007.

At December 31, 2009, we had $353 million of risk in force associated with NIMS bonds in 29 transactions,
a decrease of approximately $85 million from December 31, 2008, reflecting normal paydowns as well as our
purchase of some of the NIMS bonds that we insure. The average remaining term of our existing NIMS bonds is
approximately two years. Since 2007, as a risk mitigation initiative, we have putchased some of our insured
NIMS bonds at a discount to par, and generally at a price which is less than our overall expected loss.

Domestic CDS. In our mortgage insurance business, we sold protection on RMBS through CDS. We stopped
writing this type of protection in our mortgage insurance business in 2006. During 2009, we terminated all of our
domestic CDS transactions, with settlement payments approximately equal to the fair value of the terminated
transactions. '

International Mortgage Insurance Operations. Through Radian Insurance, in the past we wrote (i) credit
protection in the form of CDS, (ii) traditional mortgage insurance in Hong Kong, and (iii) several mortgage
reinsurance transactions in Australia. Consistent with our strategic focus on writing domestic mortgage insurance
business, and as a result of downgrades of Radian Insurance, we have ceased writing new international business.
In addition, we have terminated most of our international mortgage insurance risk, with the exception of our
insured portfolio in Hong Kong and one international CDS referencing an RMBS bond related to prime, low
loan-to-value (“LTV”) mortgages originated in the Netherlands. Our exposure to this international CDS .
transaction was $127.4 million as of December 31, 2009, with remaining subordination of $15.8 million. We
have insured several tranches in this transaction which are rated between BBB and AAA, with over half of our
exposure in the AAA category. This transaction currently is performing well and we do not expect to pay any
claims on this transaction. ’

On March 4, 2008, our counterparty in Hong Kong informed us that they wished to terminate their contract
for new business with Radian Insurance. While we are no longer writing new business in Hong Kong, we
continue to service the existing book of business.

3. Premium Rates (General—Mortgage Insurance)

We cannot change our premium rates after we issue coverage. Accordingly, we determine premium rates in
our mortgage insurance business on a risk-adjusted basis that includes borrower, loan and property
characteristics. We use proprietary default and prepayment models to project the premiums we should charge, the
losses and expenses we should expect to incur and the capital we need to hold in support of our risk. We establish
pricing in an amount that we expect will allow a reasonable return on allocated capital.

Premiums for our mortgage insurance may be paid by the lender, who will in turn charge a higher interest
rate to the borrower, or directly by the borrower. We price our borrower-paid flow business based on rates that :
we have filed with the various state insurance departments. We generally price our structured business and some
lender-paid business based on the specific characteristics of the insured portfolio, which can vary significantly
from portfolio to portfolio depending on a variety of factors, including the quality of the underlying loans, the
credit history of the borrowers, the amount of coverage required and the amount, if any, of credit protection or
subordination in front of our risk exposure.

Premium rates for our pool insurance business are generally lower than primary mortgage insurance rates
due to the aggregate stop loss, which limits our exposure.
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4. Underwriting (General-—Mortgage Insurance)

Delegated Underwriting. We have a delegated underwriting program with a number of our customers. Our
delegated underwriting program enables us to meet lenders” demands for immediate insurance coverage by
having us commit to insure loans that meet agreed-upon underwriting guidelines. Our delegated underwriting
program currently involves only lenders that are approved by our risk management group, and we routinely audit
loans submitted under this program. Once we accept a lender into our delegated underwriting program, however,
we generally insure all loans submitted to us by that lender even if the lender has, without our knowledge, not
followed our specified underwriting guidelines. A lender could commit us to insure a number of loans with
unacceptable risk profiles before we discover the problem and terminate that lender’s delegated underwriting
authority as well as pursuing other rights that may be available to us, such as our rights to rescind coverage or
deny claims. We mitigate this risk, by screening for compliance with our underwriting guidelines and through
periodic, on-site reviews of selected delegated lenders. As of December 31, 2009, approximately 55% of our total
first-lien mortgage insurance risk in force had been originated on a delegated basis, compared to 49% as of
December 31, 2008. '

Contract Underwriting. In our mortgage insurance business, we also utilize our underwriting skills to
provide an outsourced underwriting service to our customers known as contract underwriting. For a fee, we
underwrite our customers’ loan files for secondary market compliance (i.e., for sale to GSEs), while concurrently
assessing the file for mortgage insurance, if applicable. During 2009, loans underwritten through contract
underwriting accounted for 14.0% of applications, 12.5% of commitments for insurance and 13.0% of insurance
certificates issued for our flow business. We expect the amount of business written through contract underwriting
to decline in 2010.

We give recourse to our customers on loans that we underwrite for compliance. Typically, we agree that if
we make a material error in underwriting a loan, we will provide a remedy to the customer by purchasing or
placing additional mortgage insurance on the loan, or by indemnifying the customer against loss. During 2009,
we paid losses related to remedies of approximately $11.0 million. By providing these remedies, we assume
some credit risk and interest-rate risk if an error is found during the limited remedy period in the agreements
governing our provision of contract underwriting services. We expect the request for remedies may increase in
2010 due to the increase in delinquent loans and mortgage foreclosures throughout the mortgage industry. We
closely monitor this risk and negotiate our underwriting fee structure and recourse agreements on a
client-by-client basis. We also routinely audit the performance of our contract underwriters to ensure that
customers receive quality underwriting services.

B. Financial Guaranty Business (General)

Our financial guaranty segment has mainly provided direct insurance and reinsurance on credit-based risks
through Radian Asset Assurance Inc. (“Radian Asset Assurance”), a wholly-owned subsidiary of Radian
Guaranty, and through Radian Asset Assurance’s wholly-owned subsidiary, Radian Asset Assurance Limited
(“RAAL”), an insurance company licensed in the United Kingdom. We have provided financial guaranty
insurance on a direct and assumed basis related to both public finance and structured finance obligations. In
2005, we placed our trade credit reinsurance line of business into run-off.

In the third quarter of 2008, in light of market conditions, we decided to discontinue, for the foreseeable
future, writing any new financial guaranty business, including accepting new financial guaranty reinsurance,
other than as may be necessary to commute; restructure, hedge or otherwise mitigate losses or reduce exposure in
our existing portfolio. Commensurate with this decision, we have reduced our financial guaranty operations,
including reductions in our workforce, and have begun to wind-down the business of RAAL. We have also
reduced our financial guaranty exposures through commutations in order to eliminate risk and maximize capital
for our mortgage insurance business. '

Financial guaranty insurance typically provides an unconditional and irrevocable guaranty to the holder of a
financial obligation of full and timely payment of principal and interest when due. Financial guaranty insurance
may be issued at the inception of an insured obligation or may be issued for the benefit of a holder of an
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obligation in the secondary market. Historically, financial guaranty insurance has been used to lower an issuer’s
cost of borrowing when the insurance premium is less than the value of the spread (commonly referred to as the
“credit-spread”) between the market yield required to be paid on the insured obligation (carrying the credit rating
of the insurer) and the market yield required to be paid on the obligation if sold on the basis of its uninsured
credit rating. Financial guaranty insurance also has been used to increase the marketability of obligations issued
by infrequent or unknown issuers and/or obligations with complex structures. Historically, investors have
benefited from financial guaranty insurance through increased liquidity in the secondary market, reduced
exposure to price volatility caused by changes in the credit quality of the underlying insured obligation and added
protection against loss in the event of the obligor’s default on its obligation. Market developments, including
ratings downgrades of most financial guaranty insurance companies (including Radian Asset Assurance and
RAAL), have significantly reduced the perceived benefits of financial guaranty insurance.

We have provided direct financial guaranty credit protection either through the issuance of a financial
guaranty insurance policy or through CDS. By providing credit protection through CDS, we have been able to
participate in transactions involving asset classes (such as corporate collateralized debt obligations (“CDOs”))
that may not have been available to us through the issuance of a traditional financial guaranty insurance policy.
Either form of credit enhancement requires similar underwriting and surveillance skills.

We have historically offered the following financial guaranty products:

Public Finance—Insurance of public finance obligations, including tax-exempt and taxable
indebtedness of states, counties, cities, special service districts, other political subdivisions, enterprises
such as public and private higher education institutions and health care facilities, and for project
finance and private finance initiative assets in sectors such as airports, education, healthcare and other
infrastructure projects;

- o Structured Finance—Insurance of structured finance obligations, including CDOs and asset-backed
securities (“ABS”), consisting of funded and non-funded (referred to herein as “synthetic”) executions
that are payable from or tied to the performance of a specific pool of assets or covered reference
entities. Examples of the pools of assets that underlie structured finance obligations include corporate
loans, bonds or other borrowed money, residential and commercial mortgages, trust preferred securities
(“TruPs”), diversified payment rights (“DPR”™), a variety of consumer loans, equipment receivables,
real and personal property leases or a combination of asset classes or securities backed by one or more
of these pools of assets. We have also guaranteed excess clearing losses of securities exchange
clearinghouses; and

e Reinsurance—Reinsurance of domestic and international public finance obligations, including those
issued by sovereign and sub-sovereign entities, and structured finance obligations.

The following table summarizes the net premiums earned by our financial guaranty business’s various
products for the last three years:

Year Ended December 31
2009 2008 2007
(In thousands)

Net premiums earned:

Public finance direCl . v v oot ettt e e $ 49965 $ 56,191 $ 45,770

Public finance reiNSUIANce . . ... .c.vemer it eeneennanaonenens 44,232 89,227 44,667

Structured finance direCt . ... vv i vttt it e 6,364 14,418 17,325

Structured fiNANCE TEINSULANCE . . o v vt v et vv it eneaanene s 15,714 19,690 22,957

Trade credit fEINSULANCE . . .o v vt vt e i e 191 657 2,303

Total net premiums earned—insurance 116,466 180,183 133,022
Impact of commutations/recaptures . ..............oooeinoannn (14,988) (17,144) —

Net premiums earned—insurance . ....................oooo.. $101,478 $163,039 $133,022




In our financial guaranty business, the issuer of an insured obligation generally pays the premiums for our
insurance, either, in the case of most public finance transactions, in full at the inception of the policy or, in the
case of most non-synthetic structured finance transactions, in regular monthly, quarterly, semi-annual or annual
installments from the cash flows of the related collateral. Premiums for synthetic CDS are generally paid in
periodic installments (i.e. monthly, quarterly, semi-annually or annually) directly from our counterparty, and
such payments are not dependent upon the cash flows of the insured obligation or the collateral supporting the
obligation. In such cases, the corporate creditworthiness of our counterparty is a more important factor than the
cash flows from the insured collateral in determining whether we will receive payment. In addition, we generally
have a right to terminate our synthetic transactions without penalty if our counterparty fails to pay us, or is
financially unable to make timely payments to us under the terms of the CDS transaction. On occasion,.all or a
portion of the premium for structured products transactions is paid at the inception of the protection.

For public finance transactions, premium rates typically have been stated as a percentage of debt service,
which includes total principal and interest. For structured finance obligations, premium rates are typically stated
as a percentage of the total par outstanding. Premiums are generally non-refundable. Premiums paid in full at
inception are recorded initially as unearned premiums and “earned” over the life of the insured obligation (or the
coverage period for such obligation, if shorter).

1. Public Finance (General—Financial Guaranty)

Our public finance business has provided credit enhancement of bonds, notes and other evidences of
indebtedness issued by states and their political subdivisions (e.g. counties, cities or towns), school districts,
utility districts, public and private non-profit universities and hospitals, public housing and transportation
authorities, and authorities and other public and quasi-public entities such as airports, public and private higher
education institutions and healthcare facilities. Public finance transactions may also include project finance and
public finance initiatives, which are transactions in which public or quasi-public infrastructure projects are
financed through the issuance of bonds which are to be repaid from the expected revenues from the projects
being built. These bonds may or may not be backed by governmental guarantees or other support.

Municipal bonds can be categorized generally into tax-backed bonds and revenue bonds. Tax-backed bonds,
which include general obligation bonds, are backed by the taxing power of the governmental agency that issues
them, while revenue bonds are backed by the revenues generated by a specific project such as bridge or highway
tolls, or by rents or hospital revenues. Credit enhancement of public finance obligations can also take the form of
CDS, where we provide credit protection on a pool of public finance obligations or credit protection on the
timely payment of principal and interest on a specified public finance or project finance obligation.

2. Structured Finance (General—Financial Guaranty)

The structured finance market traditionally has included ABS and other asset-backed or mortgage-backed
obligations, including funded and synthetic CDOs. Each asset in a CDO pool typically is of a different credit
quality or possesses different characteristics with respect to interest rates, amortization and level of
subordination.

Funded asset-backed obligations usually take the form of a secured interest in a pool of assets, often of
uniform credit quality, such as credit card or auto loan receivables, commercial or residential mortgages or life
insurance policies. Funded ABS also may be secured by a few specific assets such as utility mortgage bonds and
multi-family housing bonds. In addition, we have insured future flow DPR transactions, where our insured
obligations are backed by electronic payment orders intended for third-party beneficiaries (e.g. trade-related
payments, individual remittances, and foreign direct investments).

The performance of synthetic transactions is tied to the performance of pools of assets, but is not secured by
those assets. Most of the synthetic transactions we insure are CDOs. In many of these transactions, primarily our
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corporate CDOs, we generally are required to make payments to our counterparty upon the occurrence of credit-
related events related to the borrowings or bankruptcy of obligors contained within pools of corporate obligations
or, in the case of pools of mortgage or other asset-backed obligations, upon the occurrence of credit-related
events related to the specific obligations in the pool. When we provide synthetic credit protection on a specific
credit, our payment obligations to our counterparties are generally the same as those we have when we insure
credits through a financial guaranty insurance policy. However, unlike most of our financial guaranty insurance
policy obligations, where we have subrogation and other rights and remedies, we generally do not have recourse
or other rights and remedies against the issuer and/or any related collateral for amounts we may be obligated to
pay under these transactions. Even in those cases where we have such rights and remedies, they are generally
much more limited than the rights and remedies we generally have in our more traditional financial guaranty
transactions, and oftentimes need to be exercised indirectly, through our counterparty.

We primarily have provided credit protection in our CDO portfolio with respect to the following types of
collateral: corporate debt obligations, TruPs, commercial mortgage-backed securities (“CMBS”), ABS (which
includes RMBS), collateralized loan obligations (“CLOs™) and a combination of collateral types.

In our corporate CDO transactions, we provide credit protection for certain specified credit-related events
related to the borrowings or bankruptcy of obligors contained within pools of corporate obligations that were
predominantly rated investment-grade at inception. In our TruPs transactions, we provide credit protection for the
timely payment of interest and principal when due on a bond (a “TruPs bond”) representing a senior tranche of a
CDO comprised mainly of TruPs. The collateral for TruPs CDOs generally consists of subordinated debt
obligations or preferred equity issued by banks, insurance companies, real estate investment trusts and other
financial institutions. TruPs are subordinated to substantially all of an issuing institution’s debt obligations, but
are senior to payments on equity securities of such issuer (including equity securities purchased by the U.S.
government under the Troubled Asset Relief Program (“TARP™)).

In our CDO of CMBS transactions and our CDO of ABS transaction expiring in March 2010, we provide
credit protection for the timely payment of interest and principal when due on these pools of securities. In our
CDO of ABS transaction that matures in 2046 and our CDOs of CLOs, we insure the timely payment of current
interest and the ultimate payment of principal on a senior class of notes whose payment obligations are secured
by pools of ABS, predominantly mezzanine-tranches of RMBS securities and corporate loans, respectively.

In some circumstances, we have provided credit protection for “second-to-pay” corporate CDOs, TruPs and
CLOs in which we are not required to pay a claim unless another financial guarantor defaults on its primary
insurance obligation to pay such claim. Other structured finance transactions include DPR, guarantees of excess
clearing losses of securities exchange clearinghouses, collateralized guaranteed investment contracts (“GICs”) or
letters of credit, foreign-commercial assets and life insurance securitizations. o

3. Reinsurance (General—Financial Guaranty)

We reinsure direct financial guarantees written by other primary financial guaranty insurers or “ceding
companies.” Reinsurance allows a ceding company to write larger single risks and larger aggregate risks while
remaining in compliance with the risk limits and capital requirements of applicable state insurance laws, rating
agency guidelines and internal limits. State insurance regulators allow a ceding company to reduce the liabilities
appearing on its balance sheet to the extent of reinsurance coverage obtained from licensed reinsurers or from
unlicensed reinsurers meeting certain solvency and other financial criteria. Similarly, the rating agencies may
permit a reduction in both exposures and liabilities ceded under reinsurance agreements, with the amount of
reduction permitted dependent on the financial strength rating of the insurer and reinsurer.

As a result of multiple downgrades of the financial strength ratings of our financial guaranty insurance
subsidiaries beginning in June 2008, all of our financial guaranty reinsurance treaties have been terminated on a

“run-off” basis, which means that none of our reinsurance customers may cede additional business to us under
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our reinsurance agreements with them. The business they previously ceded to us under these agreements
currently remains outstanding (and a part of our risk in force) and, as a consequence of the downgrades, our
reinsurance customers currently have the right to take back or recapture their business. See “Risk in Force/Net
Par Outstanding—Financial Guaranty—Financial Guaranty Exposure Currently Subject to Recapture or
Termination” below for information regarding the ability of our reinsurance customers to recapture business
previously ceded to us. ' :

Treaty and Facultative Agreements. The principal forms of reinsurance agreements are treaty and
facultative. Under our treaty agreements, the ceding company was obligated to cede to us, and we were obligated
to assume, a specified portion of all risks, within ranges, of transactions deemed eligible for reinsurance by the
terms of the negotiated treaty. Limitations on transactions deemed eligible for reinsurance typically focused on
the size, security and ratings of the insured obligation. Each treaty was entered into for a defined term, generally
one year, with renewals upon mutual consent and rights to early termination under certain circumstances. The
termination rights described above under “Remsurance also are typical provisions for the termination of a treaty
reinsurance agreement. : :

In treaty reinsurance, there is a risk that the ceding company may select weaker credits or proportionally
larger amounts to cede to us. We have attempted to mitigate this risk by requiring the ceding company to retain a
sizable minimum portion of each ceded risk, and we included limitations on individual transactions and on
aggregate amounts within each type of transaction. -

Under a facultative agreement, the ceding company had the option to offer to us, and we had the option to .
accept, a portion of specific risks, usually in connection with particular obligations. Unlike under a treaty
agreement, where we generally relied on the ceding company’s credit analysis, under a facultative agreement, we
often performed our own underwriting and credit analysis to supplement the ceding company’s analysis in order
to determine whether to accept the particular risk. The majority of our financial guaranty reinsurance was
provided under treaty arrangements.

Proportional or Non-Proportional Reinsurance. We typically have accepted our reinsurance risk on either a
proportional or non-proportional basis. Proportional relationships are those in which we and the ceding company
share a proportionate amount of the premiums and the losses of the risk subject to reinsurance. In addition, we
generally pay the ceding company a commission, which typically is related to the ceding company’s
underwriting and other expenses in connection with obtaining the business being reinsured, as well as to
compensate it for its surveillance of such obligations. Non-proportional relationships are those in which the
losses, and consequently the premiums paid, are not shared by the ceding company and us on a proportional
basis. Non-proportional reinsurance can be based on an excess-of-loss or first-loss basis. Under excess-of-loss
reinsurance agreements, we provide coverage to a ceding company up to a specified dollar limit for losses, if any,
incurred by the ceding company in excess of a specified threshold amount. A first-loss reinsurance agreement
provides coverage to the ceding company on the first dollar of loss up to a specified dollar limit of losses.
Generally, we do not pay a commission for non-proportional reinsurance. However, the same factors that affect
the payment of a ceding commission in proportional agreements also may be taken into account with respect to
non-proportional reinsurance to determine the proportion of the aggregate premium paid to us. The majority of
our financial guaranty reinsurance business was written on a proportional basis.

4. European and Bermuda Operations (General—Financial Guaranty)

Through RAAL, we have written financial guaranty insurance in the United Kingdom, France, the
Netherlands and the Republic of Ireland. RAAL primarily insured synthetic CDS, which have been substantially
reinsured (at least 90% of the risk) by Radian Asset Assurance. In addition, through RAAL and Radian
Reinsurance (Bermuda) Limited, a Bermuda Class III insurer (“Radian Re Bermuda”), we have provided trade
credit reinsurance. In October 2005, we exited the trade credit reinsurance line of business and placed this line of
business into run-off. We have novated or canceled several of the trade credit insurance agreements that were in
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place. We have also ceased writing new financial guaranty business through RAAL and Radian Re Bermuda and
are in the process of either: (i) novating or transferring this business to Radian Asset Assurance or (i) commuting
their remaining exposures.

C. Financial Services Business (General)

Our financial services segment mainly consists of our 28.7% equity interest in Sherman, a consumer asset
and servicing firm. Our financial services segment also includes our 46% interest in Credit-Based Asset
Servicing and Securitization LLC (“C-BASS”), a mortgage investment company that we have written off
completely and whose operations are currently in run-off.

1. Sherman (General—Financial Services)

Sherman is a consumer asset and servicing firm specializing in charged-off and bankruptcy plan consumer
assets, which are generally unsecured, that Sherman typically purchases at deep discounts from national financial
institutions and major retail corporations and upon which it subsequently seeks to collect. In addition, Sherman
originates subprime credit card receivables through its subsidiary CreditOne and has certain other similar
ventures related to consumer assets. '

2. C-BASS (General—Financial Services)

C-BASS is an unconsolidated, less than 50%-owned investment that is not controlled by us. Historically,
C-BASS was engaged as a mortgage investment and servicing company specializing in the credit risk of subprime
single-family residential mortgages. As a result of the disruption in the subprime mortgage market during 2007,
C-BASS ceased purchasing mortgages and mortgage securities and its securitization activities in the third quarter of
2007, and sold its loan-servicing platform in the fourth quarter of 2007. The run-off of C-BASS’s business is
dictated by an override agreement to which we and all of C-BASS’s other owners and creditors are parties. This
agreement provides the basis for the collection and distribution of cash generated from C-BASS’s whole loans and
securities portfolio, as well as the sale of certain assets, including the loan-servicing platform. We recorded a full
write-off of our equity interest in C-BASS in the third quarter of 2007 and wrote off our $50 million credit facility
with C-BASS in the fourth quarter of 2007. See Note 8 of Notes to Consolidated Financial Statements.

As a consequence of the complete write-off of our investment in C-BASS in 2007, we have no continuing
interest of value in C-BASS. The effect of C-BASS on our financial position and results of operations as of and
for the years ended December 31, 2009 and 2008, was negligible. We have no contractual obligations to C-BASS
or its creditors to fund C-BASS’s shareholders’ deficit or any other of its obligations. All of C-BASS’s business
is currently in run-off and we anticipate that all future cash flows of C-BASS will be used to service the
outstanding debt. The likelihood that we will recover any of our investment is extremely remote. Accordingly,
we believe that the chance that our investments in C-BASS will have anything more than a negligible impact on
our financial position, results of operation or cash flows at any time in the future is extremely remote.

I1. Risk in Force/Net Par Outstanding

Our business has traditionally involved taking credit risk in various forms across various asset classes,
products and geographies. Credit risk is measured in our mortgage insurance business as risk in force, which
represents the maximum exposure that we have at any point in time. Credit risk is measured in our financial
guaranty business as net par outstanding, which represents our proportionate share of the aggregate outstanding
principal exposure on insured obligations. We are also responsible for the timely payment of interest on insured
financial guaranty obligations. Our total mortgage insurance risk in force and financial guaranty net par
outstanding was $124.9 billion as of December 31, 2009, compared to $143.7 billion as of December 31, 2008.
Of the $124.9 billion of total risk in force/net par outstanding as of December 31, 2009, approximately 70.0%
consists of financial guaranty risk and 30.0% consists of mortgage insurance risk.
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A. Mortgage Insurance (Risk in Force/Net Par Outstanding)

The following table shows the risk in force associated with our mortgage insurance segment as of
December 31, 2009 and 2008:

December 31 December 31

2009 2008
(In millions)
Primary ... $33,765 $34,951
POOl . e e e e 2,698 2,950
Second-lien . ...... ... i e 263 622
NIMS e e 353 438
International and domestic CDS ......... ..o, 127 3,493
Otherinternational . ............uuitiiinrinii it 257 566

Total Mortgage Insurance RiskinForce ....................... $37,463 $43,020

Modified Pool Insurance. We have written modified pool insurance, which differs from standard pool
insurance in that it includes an exposure limit on each individual loan as well as a stop loss feature for the entire
pool of loans. No modified pool insurance was written in 2009. Modified pool insurance and the related risk in
force is included in our primary mortgage insurance in the table above.

Our risk in force for modified pool loans included in primary insurance risk in force as of December 31,
2009 and 2008 is as follows:

December 31 December 31

Risk in Force 2009 2008
(In millions)
PrINIE .ottt $104 $154
Al A e e 456 668
Aminusand below ...... ... . . . e 23 25
401 Y D $583 $847

The following discussion mainly focuses on our primary risk in force. For additional information regarding

our pool and non-traditional mortgage insurance risk in force, see “General-—Mortgage Insurance Business”
above.

We analyze our portfolio in a number of ways to identify any concentrations or imbalances in risk
dispersion. We believe the performance of our mortgage insurance portfolio is affected significantly by:

»  general economic conditions (in particular interest rates and unemployment);

*  the age of the loans insured,;

»  the geographic dispersion of the properties securing the insured loans and the condition of the housing
market;

¢ the quality of loan originations; and

»  the characteristics of the loans insured (including LTV, purpose of the loan, type of loan instrument
and type of underlying property securing the loan).

The persistency rate, defined as the percentage of insurance in force that remains on our books after any
12-month period, is a key indicator for the mortgage insurance industry. Because most of our insurance
premiums are earned over time, higher persistency rates enable us to recover more of our policy acquisition costs
and generally result in increased profitability. At December 31, 2009, the persistency rate of our primary
mortgage insurance was 82.0%, compared to 85.8% at December 31, 2008.

16



1. Primary Risk in Force by Policy Year (Risk in Force/Net Par Outstanding—Mortgage Insurance)

The following table shows the amount and percentage of our primary mortgage insurance risk in force by
policy origination year as of December 31, 2009:

December 31, 2009

($ in millions)
2005 AN PIHOT .+ .« et e e e e et et e e e $ 9,709 28.7%
D006 .« v e e e e e e e 4,390 13.0
D007 e e e 9,443 28.0
D008 .+ vttt e e e e e 6,725 19.9
D000 © ottt e 3498 104
TOtAL © v et et e e e e e e e $33,765  100.0%

2. Geographic Dispersion (Risk in Force/Net Par Outstanding—Mortgage Insurance)

The following tables show the percentage of our direct primary mortgage insurance risk in force by location
of property for the top 10 states and top 15 metropolitan statistical areas (“MSAs”) in the U.S. as of
December 31, 2009 and 2008: :

December 31

Top Ten States 2000 2008
CalifOIDIA » + v v e e e e e e e e ittt e s 11.6% 10.8%
FLOTIAA © o v ot e e e e e e e e e e e 8.7 8.8
S <Y D U A 6.5 6.5
(€< N R 4.7 4.6
THHEIOLS + v oot e e e e e et e e e e e e e e e 4.6 4.5
OO0 « o v e e e e e e e e e e 4.3 4.4
NEW YOIK oo et ot et e e e et e et e e e 4.0 4.1
NEW JEISEY v v e e ee et e e et e it e et 35 3.5
Michigan ................ e e e 33 34
ATIZONA .+ ot oot ettt e e e e et e e e 33 32
TOLAL .« o vt e e e e e e e e e e e 54.5% 53.8%
December 31
Top Fifteen MSAs 2009 2008
Chicago, T ..ottt ettt e e 3.5% 3.4%
AN, GA ..ottt e 34 34
Phoemix/MEsa, AZ . .. v et et et tia e 2.4 2.4
New York, NY Lt e 22 2.2
Los Angeles—Long Beach, CA ... ... i 22 20
HHOUSION, TX . . o ettt e et e e e e e 2.1 2.1
Washington, DC—MD—VA ...............onnn. R 1.9 1.7
Riverside—San Bernardino, CA ... .. i ettt s 1.8 1.8
Minneapolis—St. Paul, MN—WI . .................. e e 1.5 1.5
Dallas, TX oottt e 1.5 1.4
Tampa—St. Petersburg—Clearwater, FL o e 1.4 1.3
Las Vegas, NV ...ttt 1.3 1.3
Denver, CO oottt et e e 1.3 1.3
OFIando, FL . . . oot e e 1.2 1.2
Philadelphia, PA ... ... i 12 1.2
TOAL .+ v st e e e e e e e e e 28.9% 2_8_2%



3. Lender and Mortgage Characteristics (Risk in Force/Net Par Outstanding—Mortgage Insurance)

Although geographic dispersion is an important component of our overall risk diversification, the quality of
the risk in force should be considered in conjunction with other elements of risk diversification, such as product
distribution and our risk management and underwriting practices. In the past, we faced increased competition for
traditional prime mortgage credit enhancement. As a result, non-prime mortgages and products such as adjustable
rate mortgages (“ARMS”), negative amortizing loans and interest-only loans grew to represent a greater
percentage of our total risk profile. In 2008, as a result of market conditions, insurance on traditional prime
mortgages once again became the predominant mortgage product being originated. Insurance on non-prime and
other non-traditional products represented a negligible percentage of our overall mortgage insurance risk written
in 2009, and we expect this trend to continue in 2010.

In response to current market conditions, we implemented numerous changes to our underwriting criteria
beginning in the fourth quarter of 2007, and also have increased our pricing.

LTV. One of the most important indicators of claim incidence is the relative amount of a borrower’s equity
(i.e. down payment at inception) that exists in a home. Generally, loans with higher LTV are more likely to
result in a claim than lower LTV loans. For example, claim incidence on mortgages with LTVs between 90.01%
and 95% is significantly higher than the expected claim incidence on mortgages with LTVs between 85.01% and
90%. We, along with the rest of the industry, have insured loans with LTVs between 95.01% and 97% since 1995
and loans with an LTV of between 97.01% and 100% since 2000. These loans are expected to have a higher
claim incidence than mortgages with LTVs of 95% or less. We have also insured a small amount of loans having
an LTV over 100%. We charge a premium for higher LTV loans commensurate with the additional risk. We are
not currently writing business on loans with LTV ratios in excess of 95%, although we have initiated pilot
programs in which we may write a limited amount of business on LTVs between 95.01% and 97% with certain
lenders.

Loan Grade. The risk of claim on non-prime loans is significantly higher than that on prime loans. We
generally define prime loans as loans where the borrower’s Fair Isaac and Company (“FICO”) score is 620 or
higher and the loan file meets “fully documented” standards of our credit guidelines and/or the GSE’s guidelines
for fully documented loans. Prime loans made up 99.8% of our primary new insurance written in 2009, compared
to 94.1% of primary new insurance written in 2008. Prime loans comprised 80.2% of our primary risk in force at
December 31, 2009, compared to 77.8% at December 31, 2008. We expect that prime loans will continue to
constitute all but a negligible part of our primary new insurance written in 2010.

We define Alt-A loans as loans where the borrower’s FICO score is 620 or higher and where the loan
documentation has been reduced or eliminated. Because of the reduced documentation, we consider Alt-A
business to be more risky than prime business, particularly Alt-A loans to borrowers with FICO scores below
660. We have insured Alt-A loans with FICO scores ranging from 620 to 660 and we have charged a
significantly higher premium for the increased default risk associated with these loans. Alt-A loans tend to have
higher balances than other loans that we insure because they are often more heavily concentrated in high-cost
areas.

We generally define A minus loans as loans where the borrower’s FICO score ranges from 575 to 619. We
also classify loans with certain characteristics originated within the GSE’s automated underwriting system as A
minus loans, regardless of the FICO score. Our pricing of A minus loans is tiered into levels based on the FICO
score, with increased premiums at each descending tier of FICO score. We receive a significantly higher
premium for insuring this product commensurate with the increased default risk.

We define B/C loans as loans where the borrower’s FICO score is below 575. Certain structured
transactions that we have insured contained a small percentage of B/C loans. We priced these structured
transactions to reflect a higher premium on B/C loans due to the increased default risk associated with these types
of loans.
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ARMs; Interest-Only Mortgages. Our claim frequency on insured ARMs has been higher than on fixed-rate
loans due to monthly payment increases that occur when interest rates rise. We consider a loan an ARM if the
interest rate for that loan will reset at any point during the life of the loan. It has been our experience that loans
subject to reset five years or later from origination are less likely to result in a claim than shorter term ARMs, and
our premium rates for these longer term reset loans are lower than shorter term ARM s to reflect the lower risk
profile of such loans.

We have also insured Option ARMs, a product that, until recently, was popular in the mortgage market.
Option ARMs offer a number of different monthly payment options to the borrower. One of these options isa
minimum payment that is below the full amortizing payment, which results in interest being capitalized and
added to the loan balance and the loan balance continually increasing. This process is referred to as negative
amortization. As a result, additional premiums were charged for these Option ARMs. As of December 31, 2009,
Option ARMs represented approximately 3.9% of our primary mortgage insurance risk in force compared to
4.1% at December 31, 2008. We are no longer writing insurance on this product.

As of December 31, 2009, our exposure to ARMs represented approximately $5.2 billion or 15% of our
primary risk in force. Approximately 53% of the ARMs we insure, including Option ARMs and interest-only
loans, have already had initial interest rate resets. An additional 7%, 6% and 15% are scheduled to have initial
interest rate resets during 2010, 2011 and 2012, respectively.

We have also insured interest-only mortgages, where the borrower pays only the interest charge on a
mortgage for a specified period of time, usually five to ten years, after which the loan payment increases to
include principal payments. Interest rates on interest-only mortgages may reset, in which case we would consider
this to be an ARM, or may be fixed. These loans may have a heightened propensity to default because of possible
“payment shocks” after the initial low-payment period expires and because the borrower does not automatically
build equity as payments are made. At December 31, 2009, interest-only mortgages represented approximately
8.4% of our primary mortgage insurance risk in force compared to 9.5% at December 31, 2008. We are writing a
negligible amount of insurance on interest-only mortgages.

Loan Size. The average size of loans that we insure continued to increase in 2009, albeit at a slower rate than
in the recent past. This is consistent with our decision to cease insuring non-prime loans, in particular Alt-A
loans, which tend to have larger loan balances relative to our other loans. The slower rate of increase also carried
over to the average size of loans in default as the non-prime loan defaults make up a smaller percentage of our
defaulted inventory than in the recent past. At December 31, 2009, the average size of loans subject to our
primary mortgage insurance was $170,798, compared to $168,175 at December 31, 2008,

The average loan size of our primary insurance in force by product at December 31, 2009 and 2008, is as
follows (in thousands):

December 31
Average loan size by product 2009 2008
e ts 1= T R R $167.0 $161.2
A A e e 220.1 218.3
Aminus and DElOW . .ottt e e 135.6 135.7
0 ;) R R $170.8  $168.2

The five states with the highest average loan size based on our primary insurance in force at December 31,
2009 and 2008, is as follows (in thousands):

December 31

Average loan size by state 2009 2008

HAWEIL © o v e ee e e et e e e et e e $316.0  $311.9
CalIfOITEA -+ o e v e ettt et et et e et et 283.0 288.1
District of COlUMDBIA . . vt v vttt ittt it e e e 282.8 272.6
MASSACHUSELES .+« v v v vttt ettt e e ettt e 247.3 247.7
Maryland . ... ...onne e 239.2 233.1



Property Type. The risk of claim also is affected by the type of property securing the insured loan. We
believe loans on single-family detached housing are less likely to result in a claim than loans on other types of
properties. Conversely, we generally consider loans on attached housing types, particularly condominiums and
cooperatives, to be a higher risk due to the higher density of these properties. Our more stringent underwriting
guidelines on condominiums and cooperatives reflect this higher expected risk.

We believe that loans on non-owner-occupied homes purchased for investment purposes are more likely to
result in a claim and are subject to greater value declines than loans on either primary or second homes.
Accordingly, we have underwritten loans on non-owner-occupied investment homes more stringently, and we

charge a significantly higher premium rate than the rate we charge for insuring loans on owner-occupied homes.
We are no longer writing insurance on non-owner occupied homes.

It has been our experience that higher-priced properties experience wider fluctuations in value than
moderately priced residences and that the high incomes of many people who buy higher-priced homes are less

stable than those of people with moderate incomes: Our underwriting guidelines for these higher-priced
properties reflect these factors.
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The following table shows the percentage of our direct primary mortgage insurance risk in force (as
determined on the basis of information available on the date of mortgage origination) by the categories indicated

as of December 31, 2009 and 2008:

Lender Concentration:

Top 10 lenders (by original applicant) ...........ooioieinnnn
Top 20 lenders (by original applicant) ........... e

LTV

85.00% and DEIOW .« o oo\ vveeeve e
85.01% t090.0095 « .o v vvv e
00.01% 10 95.00%0 o\ v et
95.01% and @bOVE .. .o vvvnvenenii e IR

N 7 I R

Loan Grade:

Prime ....... PP O L
N 2 T
Aminus and beloW ... ovveeiiii e

1 ) T

Loan Type:

120 0T T O

ARM (fully indexed) (1)

Less than fiVe YEars . ... ..vvvvveevnannuneeenceanneees
Five years and Ionger ............ocveonrnneerere-s

ARM (potential negative amortization) (2)

Lessthan five years ... ...ooonnniiiaeevemeanennnes
Five years and longer ...........o.ooovernreenennes

TOtAl o+ o v e ee e e

FICO Score:

S T R
680-730 .\t
620-670 .\t
B 1 R R

Mortgage Term:

15years and under . . .......o.oniiinii e
OVEr IS5 YEAIS . ouovnenieiie e

7 A S

Property Type:

Non-condominium (principally single-family detached)
Condominium OF COOPEIAtIVE ... .vvvuevrevrnesrernnneee s

e ) S S

.................

.................

.................

" December 31
2009 2008
$33,765 $34,951
©92.6% - 92.2%
7.4 7.8
100.0% 100.0%
50.8%  50.2%
64.2 63.1
9.6% 10.3%
37.3 353
32.6 32.1
20.5 223
100.0% 100.0%
80.2% 77.8%
12.5 14.3
7.3 7.9
100.0% 100.0%
84.5% 82.2%
4.1 5.0
7.7 8.8
3.3 3.6
0.4 0.4
100.0% 100.0%
343% 30.5%
354 36.3
24.6 26.9
5.7 6.3
100.0% 100.0%
1.2% 1.2%
98.8 98.8
100.0% 100.0%
90.9%  91.0%
9.1 9.0
100.0% 100.0%




December 31

2000 2008
Occupancy Status:
Primary 1eSidence .. .......... .. 93.5% 93.0%
Secondhome . ... ... . 3.6 37
NON-OWNET-0CCUPIEd . . . . ..ttt 29 33
Total L e 100.0% 100.0%
Mortgage Amount:
Less than $400,000 ... ...t 90.7% 91.2%
$400,000 and OVET ... oi ittt e 9.3 8.8
Total .. 100.0% 100.0%
Loan Purpose: _
Purchase ... ... 69.2% 70.0%
Rate and termrefinance . .......... ... .. i 175 154
Cash-outrefinance ....... ... ... i 133 14.6
Total .. 100.0% 100.0%

(1) “Fully Indexed” refers to loans where payment adjustments are the same as mortgage interest-rate
adjustments.

(2) Loans with potential negative amortization will have increased principal balances, only if interest rates
increase, as contrasted with scheduled negative amortization where an increase in loan balance will occur
even if interest rates do not change.
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B. Financial Guaranty (Risk in Force/Net Par Outstanding)

Our financial guaranty net par outstanding was $87.4 billion as of December 31, 2009, compared to $100.7
billion as of December 31, 2008. This reduction in net par outstanding was primarily due to a commutation in -
July 2009, of $9.8 billion of our net par outstanding assumed from Ambac Assurance Corporation and Ambac
Assurance UK limited (collectively “Ambac”), along with the negotiated settlement of certain CDOs, the
prepayment or refunding of public finance transactions, the amortization or scheduled maturity of certain
transactions and the early termination of transactions. In light of our decision in 2008 to discontinue writing new
financial guaranty business for the foreseeable future, we expect our net par outstanding to continue to decrease
as our financial guaranty portfolio matures and as we seek to prudently reduce our financial guaranty net par
outstanding. The following table shows the distribution of financial guaranty’s net par outstanding by type of

exposure and as a percentage of financial guaranty’s net par outstanding as of December 31, 2009 and 2008:

Net Par Outstanding (1)
) 2009 2008
Type of Obligation Amount Percent Amount Percent
' (% in billions)
Public finance: . ; : _
General obligation and other tax-supported . .. ........ooieeeeenn. $18.7 21.4% $ 21.6  21.4%
Healthcare and 1ong-term Care .. ......oovvnvierainnraoanneeens 74 8.5 9.5 9.4
Water/sewer/electric/gas and other investor-owned utilities . ......... 4.8 55 7.7 7.6
AIrports/transportation . . ...« .c.ovvutir it 4.0 4.6 49 4.9
EAUCALION & v v vt tee e ie e et in it 2.8 32 3.6 3.6
Escrowed transactions (2) .........: e e 22 25 — —
HOUSINE .« oottt eent it 04 0.4 0.5 0.5
Other municipal (3) . ... oot 1.4 1.6 1.6 1.6
Total public finance .............oovviiiieiiiiinians 41.7 47.7 494 490
Structured finance:
() 6 T R _ 435 49.8 456 453
Asset-backed ObLIgAtionS . .. ... ..vuiiiii e 1.3 15 36 3.6
Other structired (4) ... vve et 0.9 1.0 2.1 2.1
Total structured fINANCE .. ..o vvvrt i 45.7 523 513 510
Total ............... B PP $87.4  100.0% $100.7 100.0%

(1) Represents our exposure to the aggregate outstanding principal on insured obligations.

(2) Legally defeased bond issuances where our financial guaranty policy is not extinguished, but cash or
securities in an amount sufficient to pay remaining obligations under such bonds have been deposited in an
escrow account for the benefit of the bond holders, as required under the accounting standard regarding
accounting for financial guaranty insurance contracts.

(3) Represents other types of municipal obligations, including human service providers, second-to-pay
international public finance, non-profit institutions, project finance-accommodations and stadiums, none of
which individually constitutes a material amount of our financial guaranty net par outstanding.

(4) Represents other types of structured finance obligations, including DPR, guarantees of excess clearing
losses of securities exchange clearinghouses, collateralized GICs or letters of credit, foreign commercial
assets and life insurance securitizations, none of which individually constitutes a material amount of our
financial guaranty net par outstanding.
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1. Credit Quality of Insured Portfolio (Risk in Force/Net Par Qutstanding—Financial Guaranty)

The following table identifies the internal credit ratings we have assigned to our net par outstanding as of

December 31, 2009 and 2008:

December 31

2009 2008
. Net Par Net Par
Credit Rating (1) Outstanding Percent Outstanding Percent
’ ($ in billions)
AAA o $36.0 412% $ 414 41.1%
A A e 13.7 15.6 17.3 17.2
A 13.2 “15.1 17.7 17.6
BBB ... 19.7 22.6 20.8 20.7
BIG () . .o 4.8 5.5 3.5 34
Total ..o $87.4 100.0% $100.7 100.0%

(1) Represents our internal ratings estimates assigned to these credits utilizing our internal rating system. See
“Risk Management—Financial Guaranty” below. Each rating within a letter category includes all rating

grades within that letter category (e.g., “A” includes “A+,” “A” and “A-").
(2) Below investment grade.

2. Geographic Distribution of Insured Portfolio (Risk in Force/Net Par Outstanding—Financial Guaranty)

The following table shows the geographic distribution of our financial guaranty net par outstanding as of

December 31, 2009 and 2008:

State

Domestic Public Finance by State:
California . ... ... .
TeXaS Lo

NeW JeIseY ..t
Pennsylvania ..........o i
IHNOIS ...
Florida ....... ... ... e
Washington ......... ... ...
Colorado . .......eo
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5.4%
4.1
3.2
2.6
2.6
22
2.1
1.6
1.6
1.5

December 31
2009

2008

5.7%
4.0
3.6
2.3
2.8
2.4
2.5
1.7
1.6
1.7

15.5

43.8



3. Largest Single Insured Risks (Risk in Force/Net Par Outstanding—TFinancial Guaranty)

The following table represents our 10 largest public finance single risks by net par outstanding (together
representing 4.1% of financial guaranty’s total net par outstanding) as of December 31, 2009, along with the

credit rating assigned as of that date to each credit:

Aggregate

Internal Net Par Outstanding
Credit as of

Credit Rating Obligation Type December 31, 2009
- (In millions)
State of California ..........c..cooiiiiiiin BBB  General Obligations $ 600.8
New Jersey, Transportation Trust Fund Authority ......... AA-  General Obligations 4259
City of New York, NY ..., AA-  General Obligations 404.7
State of Washington .............covviiiiiiiiiens AA  General Obligations 368.5
Los Angeles Unified School District .............. ..... AA  General Obligations 326.0
North Bay Plenary Health Canadian Hospital . ............ AAA  Healthcare 326.0
New Jersey Economic Development Authority School

FAC oottt e AA-  General Obligations 318.9
Metropolitan Transportation Authority NY .............. A Transportation 310.5
City of Chicago, IIinois ..............ooveeiniiinns A+  General Obligations 285.3
County of Jefferson, Alabama . ..............oooeennn. D Utilities 265.6

$3,632.2

Our 10 largest structured finance single risks by net par outstanding represented $5.8 billion, or 6.6% of
financial guaranty’s aggregate net par outstanding as of December 31, 2009. We have entered into each of these
transactions through the issuance of a CDS. These risks include the following exposures:

Aggregate Net
Internal Par Outstanding
Credit as of
Credit Rating Obligation Type  December 31, 2009
(In millions)

5-Yr Static Synthetic Investment-Grade Corporate CDO (2006) ... AAA  Corporate CDO $ 600.0
7-Yr Static Synthetic Investment-Grade Corporate CDO (2007)... AAA Corporate CDO 600.0
10-Yr Static Synthetic Investment-Grade Corporate CDO

(2007) v ettt e AA  Corporate CDO 600.0
10-Yr Static Synthetic Investment-Grade Corporate CDO

(2007) vttt e AAA  Corporate CDO 600.0
10-Yr Static Synthetic Investment-Grade Corporate CDO

(2007) © ittt AA  Corporate CDO 600.0
10-Yr Static Synthetic Investment-Grade Corporate CDO

007 T R AAA  Corporate CDO 600.0
10-Yr Static Synthetic Investment-Grade Corporate CDO

(2007) ottt e AAA  Corporate CDO 600.0
Static Synthetic CDO of CMBS with 2049 Scheduled Maturity .

(2000) ittt e AAA CDO of CMBS 598.5
10-Yr Static Synthetic Investment-Grade Corporate CDO

(2007) ottt e AAA  Corporate CDO 562.5
Static Synthetic CDO of ABS with 2046 Scheduled Maturity

(2006) oottt e CC  CDO of ABS 465.5

$5,826.5
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For additional information regarding the CDO of CMBS and the CDO of ABS transactions included above,
see “Directly Insured CDOs of CMBS and ABS” below.

4. Structured Finance Insured CDO Portfolio (Risk in Force/Net Par Outstanding—Financial Guaranty)

The following table shows the distribution of our CDO net par outstanding as of December 31, 2009:

As of December 31, 2009
% of CDO % of Total
Total Exposure Net Par Net Par
Asset Class ~ (Net Par) Outstanding  Outstanding
' a (In billions)

Direct CDOs: .
Corporate CDOS (1) . ..ot e e e $36.7 . 84.4% 42.0%
TruPs o 2.3 53 2.6
CDOofCMBS © 1.8 4.1 21
CDOOfABS (2) oottt 0.6 14 0.7
CDOOfCLO (B) it e, . 0.8 1.8 _‘_0_9
Total Direct CDOS .. oottt e 422 97.0 48.3
Assumed CDOS (4) .ot e 1.3 30, 1.5
Total CDOS ..o e $43.5 100 0% 49.8%

(1) Includes one CDO of corporate CDOs with net par outstanding of $0.1 billion.

(2) Consists of two transactions that are predominantly CDOs of RMBS. _

(3) Consists of three second-to-pay CLOs with net par outstanding of $800 million and internal ratings ranging
from AA to A+ that are scheduled to mature in 2016 or 2018 and one first-to-pay CLO with net par
outstanding of approximately $8.0 million that is currently rated AAA.

(4) Includes 75 transactions with net par outstanding of $0.1 billion that are not accounted for as derivatives.

The following table sets forth the ratings assigned to our CDO exposures as of December 31, 2009:

As of December 31, 2009

) #of CDO . NetPar % of CDO Net

Ratings (1) Contracts Outstanding Par Outstanding

(In billions) .
AAA L 341 $324 74.5%
AA A 55 3.3 77
A 25 26 6.0
BBB .. 28 24 54
BIG .. 32 2.8 64
Total ..o . 481 .. %435 100.0%.

(1) Represents our internal ratings estimates. Each rating within a letter category includes all rating grades
within that letter category (e.g., “A” includes “A+,” “A” and “A- ”)

Directly Insured Corporate CDO Portfolio (Risk in Force/Net Par Outstanding—Financial Guaranty—
Structured Finance Insured CDO Portfolio)

As of December 31, 2009, our aggregate net par outstanding in our directly insured corporate CDO portfolio
was $36.7 billion. All of our outstanding corporate CDOs are static pools, which means the covered reference
entities generally cannot be changed without our consent.
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The same corporate obligor may exist in a number of our corporate CDO transactions and may exist in our
other structured finance obligations. However, the pool of corporate names in our directly insured corporate CDO
portfolio is well diversified with no individual exposure to any corporate name exceeding 1% of our notional
exposure to corporate entities in our directly insured corporate CDOs as of December 31, 2009. As of
December 31, 2009, our exposure to the five largest corporate names represented approximately 3.9% of our total
aggregate notional exposure to corporate entities in our directly insured corporate CDO portfolio.

The number of corporate entities in our directly insured corporate CDO transactions range between 77 and
148 per transaction, with the concentrations of each corporate entity averaging 1.0% per transaction. No
corporate entity represented more than 2.6% of any one transaction. Our exposure to any single corporate name
in any one transaction ranges from $2.5 million to $30.0 million, with an average of $27.8 million per
transaction.

The following table summarizes the five largest industry concentrations (according to Standard and Poor’s
Ratings Service (“S&P”)) in our financial guaranty directly insured corporate CDO portfolio as of December 31,
2009:

% of Total
Industry Classification (1) Notional
TeleCOMMUNICAIONS « . « v vt et e e e e ee et e e ae et eaanaeenns 8.8%
TIISUTAIICE « « v e v e et et et et et e e e ea e eaa st 6.7
Retailers (excluding food anddrug) ......... ... e 6.4
Building and Development . ... ......ouuii i 5.7
ChemiCal/PlastiCs . . ..ot vt e ettt et e e 55
Total of five largest industry concentrations ..................ooeieenenn 33.1%

(1) No industry represents more than 18.5% in any one transaction as of December 31, 2009.

Because each transaction has a significant level of subordination, credit events would typically have to
occur with respect to numerous entities in a collateral pool before we would have a claim payment obligation in
respect of any particular transaction, meaning that our risk adjusted exposure to each corporate entity in a CDO
pool is significantly less than our notional exposure. In the unlikely event that all of our five largest corporate
obligors were to have defaulted at December 31, 2009, absent any other defaults in the CDOs in which these
obligors were included, we would not have incurred any losses due to the significant subordination remaining in
each transaction in which these entities were included.

Using our internal ratings, 81.9% of the aggregate net par exposure of our directly insured corporate CDO
portfolio had subordination at or above the level of subordination necessary to warrant an internal AAA rating.
Our internal ratings for our corporate CDOs differ from those derived using S&P’s most recent version of its
CDO Evaluator tool (published as of December 31, 2009), according to which 40.4% of our total net par
exposure to directly insured corporate CDOs continued to have subordination at or above the level of
subordination necessary to warrant a AAA rating from S&P.

The number of sustainable credit events, which is the number of credit events on different corporate entities
that would have to occur before we are obligated to pay a claim (i.e., the remaining subordination in our
transaction measured in credit events); is another measure that is helpful in evaluating the credit strength of a
transaction. The following table provides this information for our directly insured corporate CDO portfolio as of
December 31, 2009, by year of scheduled maturity. In order to determine the number of different corporate
entities that would be required to experience a credit event before we pay a claim, we calculate the weighted
average net par exposure per corporate entity, then reduce such amount by an assumed recovery value (30%,
except with respect to transactions where we have agreed to a set fixed recovery, in which case we assume such
fixed recovery), which then determines the reduction of subordination that would occur for each applicable credit
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event. We then divide the aggregate subordination for the applicable transaction by the related reduction of
subordination per credit event to determine the applicable number of corporate entities that would need to
experience a credit event before subordination in such transactions would be reduced to zero.

Avg. # of
Current
Initial Average  Current Average# Minimum#of Remaining
Number of CDO  Aggregate Net  # of Sustainable of Sustainable Sustainable Entities in
Year of Scheduled Contracts/ Par Credit Credit Credit Transaction
Maturity (1) Policies (2) Exposure (2) Events (3) Events (4) Events (5) (2)(6)
(In billions) '
2010 ..., 7 $1.2 14.8 104 4.7 121
2011 ... L, 3 1.5 39.1 36.2 27.2 97
2012 ..ol 16 5.9 25.5 22.5 10.3 102
2013 ......... ... 36 15.2 31.9 28.8 13.0 98
2014 .......... 16 6.5 29.6 26.4 10.9 97
2017 ...l Y 6.3 26.0 23.0 115 99
Total............ 95 $36.6

(1) No directly insured corporate CDO transactions are scheduled to mature in 2015 or 2016. All of our directly
insured corporate CDO transactions are scheduled to mature on or before December 2017.

(2) Excludes one corporate CDO with net par outstanding of $0.1 billion. Because payments of interest and
principal for this CDO depend upon the cash flows actually generated from the CDO’s underlying collateral,
the likelihood that we would have to pay a claim is not measurable in terms of sustainable credit events.

(3) The average number of sustainable credit events at the inception of each transaction. Average amounts
presented are simple averages.

(4) The average number of sustainable credit events determined as of December 31, 2009. Average amounts
presented are simple averages. ‘

(5) The number of sustainable credit events for the one transaction with the fewest remaining sustainable credit
events scheduled to mature in the year of scheduled maturity indicated. For example, for the seven directly
insured corporate CDO transactions scheduled to mature in 2010, our subordination level for one of those
transactions would be eroded after 4.7 credit events in that transaction.

(6) The current average number of different corporate entities in each of the transactions.

The following table sets forth the ratings of the underlying collateral for our financial guaranty directly
insured corporate CDO portfolio as of December 31, 2009: ' '

Notional % of Notional
Amount of Amount of
Underlying  Underlying

Ratings (1) Collateral CoHateral
(8 in billions)

A A $ 07 0.3%
A 6.8 2.6
A e e 56.2 21.5
BB B . 115.2 44.0
Total investment grade collateral ................ ... ... ..o iiuininei. .., 178.9 68.4
BB L 45.6 17.4
B o 19.1 7.3
CCCand below . ... 12.4 4.7
NotRated ... ..o 5.7 2.2
Total Non-investment grade collateral ... ..............ooviiiuennnnannnnnnn.. 82.8 31.6
Total .o $261.7 100.0%

(1) Represents the lower of the ratings of the underlying corporate entities as determined by Moody’s and S&P.
Each rating within a letter category includes all rating grades within that letter category (e.g., “A” includes
G$A+” “A’Q and G‘A_”)’
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Directly Insured Trust Preferred CDO Portfolio (Risk in Force/Net Par Outstanding—Financial
Guaranty—Structured Finance Insured CDO Portfolio) '

As of December 31, 2009, we provided credit protection on 16 TruPs bonds. TruPs are subordinated
securities issued by banks and insurance companies, as well as real estate investment trusts and other financial
institutions, to supplement their regulatory capital needs. Generally, TruPs are subordinated to substantially all of
an issuer’s debt obligations, but rank senior to the equity securities of such issuer (including equity securities
purchased by the U.S. government under TARP). -

Our credit protection on these 16 TruPs bonds was conducted through 21 separate CDS contracts, meaning
that with respect to five of these TruPs bonds at December 31, 2009, we entered into two separate CDS contracts
(each with a different counterparty) covering the same TruPs bond.

As of December 31, 2009, the collateral underlying our insured TruPs bonds included 770 separate issuers,
including 640 banking institutions (comprising 76.7% of the total TruPs collateral based on notional amount) and
92 insurance companies (comprising 22.0% of the total TruPs collateral based on notional amount). In addition,
the TruPs collateral included a small percentage of middle market loans, real estate investment trusts and other
CDO tranches (comprising 1.3% of the total TruPs collateral based on notional amount). We believe the banking
institutions in our total collateral pool are geographically well diversified. ‘

The collateral underlying our insured TruPs bonds consists of between 28 and 118 issuers per TruPs bond,
with the concentration of each issuer averaging 1.6% per TruPs bond. Our exposure to any one issuer in our
insured TruPs bonds ranges from $70,000 to $42.0 million per bond, with an average exposure of $9.1 million.
No issuer represented more than 8.2% of the total collateral underlying any one TruPs bond.

Many of the issuers in our insured TruPs bonds have been negatively affected by the recent U.S economic
recession. Certain of these issuers have defaulted on their TruPs obligations or have elected to defer payments,
which is permissible for up to five years. Since we believe there is a significant likelihood that TruPs that are
subject to deferrals will ultimately result in a default, we closely monitor deferrals as well as defaults in assessing
the subordination remaining beneath our insured TruPs bonds. ‘
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The following table provides additional detail regarding the scheduled maturity, net par outstanding,
remaining principal subordination and interest coverage ratio for each of our TruPs bonds as of December 31,
2009:

Subordination
after
Net Par Subordination  defaults and
TruPs CDS TruPs CDO  Outstanding  after defaults deferrals Interest Coverage
Bond Termination Date Maturity Date  (In millions) (%) (1) (%) (2) Ratio (5)
1 ..... 7/2011(3)(4) 7/2036 $ 96.6 34.9% 17.9% 95.5%
7/2016(3)(4) 712036 1159 34.9 17.9 95.5
2 ... 9/2014(4) 12/2036 96.1 37.5 21.8 159.2
3 ... 10/2014(4) 712037 141.1 39.9 28.2 187.5
~10/2016(4) 7/2037 141.1 399 28.2 187.5
4 ..... 11/2014(4) 9/2037 85.1 39.9 28.6 . 332.6
: 11/2016 - 9/2037 123.7 39.9 28.6 332.6
5 ... 3/2014(4) 9/2036 118.5 46.7 40.4 176.1
- 9/2036 9/2036 189.6 46.7 40.4 176.1
6 ..... 12/2016 3/2037 136.2 394 24.6 167.8
7 ..... 8/2017(4) 12/2035 74.9 37.2 24.6 168.0
8 ..... 12/2017(4) 6/2036 90.9 40.3 32.1 219.6
6/2036 6/2036 90.9 40.3 32.1 219.6
9 ..... 1/2033 172033 458 57.6 46.2 461.6
10 .... 9/2033 9/2033 84.3 45.7 394 513.3
11 ... 12/2033 12/2033 32.8 47.6 38.0 476.1
12 ... 10/2034 10/2034 47.3 424 33.2 409.5
13 ... 9/2035 9/2035 87.1 443 335 158.4
14 .... 12/2036 12/2036 137.8 45.8 38.3 463.3
5 .... 12/2037 12/2037 206.4 37.8 234 124.1
16 .... 10/2040 10/2040 155.7 427 29.3 185.0

Total .. $2,297.8

(1) Reflects the amount of principal subordination (expressed as a percentage of the principal of the total
collateral pool) remaining beneath our insured TruPs bond, after giving effect to pay downs or redemptions
(“amortization™) of collateral and actual defaults and assuming no recoveries of principal on the defaulted
TruPs. Notwithstanding this principal subordination, it is possible that the remaining performing collateral
in these transactions will not generate sufficient cash to pay interest on our insured TruPs bonds. In this
event, we may be required to make a claim payment in respect of interest, even on transactions where
subordination remains to cover principal payments.

(2) Reflects the amount of principal subordination (expressed as a percentage of the principal of the total
collateral pool) remaining beneath our insured TruPs bond, after giving effect to amortization, actual
defaults as well as deferrals of interest payments on the TruPs collateral, assuming no recoveries of
principal on the defaulted or deferred TruPs.

(3) This TruPs bond began experiencing interest shortfalls in October 2009, which constitutes an event of
default pursuant to the indenture for this bond. Consequently, we made a claim payment with respect to this
TruPs bond before commuting one of our CDS contracts (representing $96.6 million in exposure) covering
this TruPs bond in January 2010.

(4) Pursuant to the terms of our CDS contracts covering these TruPs bonds, we could be required to pay our
counterparties the outstanding par on our insured TruPs bond on the scheduled termination date of our CDS
contract. See below for more details regarding this potential liquidity risk.

(5) Internally generated interest coverage ratio for each TruPs bond equal to the gross interest collections on the
TruPs collateral minus transaction expenses as a percentage of the sum of hedge payments and interest
payable on the TruPs bond and securities senior to or pari passu with the TruPs bond.
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Ten of the TruPs bonds that we insure (representing a net par outstanding of $1.4 billion) were internally
rated BIG as of December 31, 2009, reflecting deterioration in the credit performance of our insured TruPs
portfolio. The fair value of our insured TruPs transactions, which are accounted for as derivatives, was a liability
of $80.8 million as of December 31, 2009.

One of our insured TruPs bonds (TruPs Bond No. 1 in the table above) began experiencing interest
shortfalls in October 2009. These shortfalls were primarily due to a large number of deferrals of interest with
respect to the TruPs collateral, combined with significant cash payments related to interest rate hedges. Due to a
combination of the current interest rate environment and an excess of hedge notional amounts over the principal
amount of performing fixed-rate collateral, these cash payments have contributed significantly to the overall
interest shortfall in this transaction. As of December 31, 2009, we have paid an aggregate of $0.1 million in
interest shortfall claims on this TruPs bond and we expect to continue to pay additional interest shortfall claims.
In January 2010, we eliminated $96.6 million of our exposure to this TruPs bond by commuting one of the CDS
contracts covering this bond. Our aggregate net loss with respect to such commutation approximated our fair
value of this derivative liability at December 31, 2009. After giving effect to the January 2010 commutation, our
weighted average internal rating for our insured TruPs bonds is BB-.

Based on current projections, we expect to pay ultimate principal losses on two of our TruPs bonds (TruPs
Bond No 1. in the table above (representing $115.9 million in exposure) and TruPs bond No. 16 in the table
above (representing $155.7 million in exposure)). Based on our current cash flow projections, we believe that the
total principal claims that we will be required to pay in respect of these two TruPs bonds will constitute a
material amount of our current net par outstanding for these bonds. It should be noted that even relatively small
changes in TruPs default rates or economic conditions from current projections could bave a material impact on
the timing and amount of cash available to make interest and principal payments on the underlying TruPs.
Therefore, the occurrence, timing and duration of any event of default and the amount of any ultimate principal
or interest shortfall payments are uncertain and very difficult to predict.

In addition to credit risk, we also potentially face liquidity risk with respect to certain of our CDS contracts.
After giving effect to the January 2010 commuitation of one of our CDS contracts as discussed above, we
currently have eight CDS contracts (representing a total net par outstanding of $863.5 million as of December 31,
2009) pursuant to which we may be required to pay our counterparty the outstanding par amount of our insured
TruPs bonds (a “liquidity claim™). A liquidity claim may arise if an event of default under the TruPs bond (e.g., a
failure to pay interest or a breach of covenants requiring the maintenance of a certain level of performing
collateral) existed as of the termination date of the CDS contract. The termination dates of these CDS contracts
currently range between 2014 and 2017, but automatically extend for additional one year increments (but no later
than the maturity date of the TruPs CDO) unless terminated by our counterparty. If we are required to pay a
liquidity claim, our counterparty would be obligated under the CDS to either deliver the insured TruPs bond to us
or to periodically pay us cash in an amount equal to any amounts paid in principal and interest on the insured
TruPs bond.

We may be required to pay a liquidity claim on the one remaining CDS contract relating to the TruPs bond
No. 1 that defaulted. This CDS contract is currently scheduled to terminate in July 2016. We are exploring loss
mitigation alternatives with respect to this TruPs bond, including the possibility of commuting our remaining risk
to this bond. We can provide no assurance that we will be successful in such loss mitigation efforts.

Directly Insured CDOs of CMBS and ABS (Risk in Force/Net Par Outstanding—Financial Guaranty—
Structured Finance Insured CDO Portfolio)

We have directly insured four CDOs of CMBS transactions, containing 127 CMBS tranches that were
issued as part of 88 securitizations. Of the 127 CMBS tranches comprising the collateral for our CDO of CMBS
transactions, 36 of them have been downgraded by Moody’s Investors Service (“Moody’s”) from Aaa to between
Aal and Bal and 46 have been downgraded from AAA to between AA+ and B by S&P. Despite this
deterioration, the transactions as a whole remain highly rated.
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The following table provides information regarding our directly insured CDOs of CMBS exposure as of
December 31, 2009:

Total
Total Size . Delin(;)uzncies
Of CDO Number of Size of Average Remaining (Average of
Collateral Net Par Internal Obligations  Obligation Radian Attachment/ Subordination of  Securitizations)
Pool Outstanding Rating  in CDO (1) in CDO Detachment Points (2) Obligation (3) (€)]
(In billions) (In millions) (In millions)
$2.4 $ 598.5 AAA 30 $80.0 5.1% - 30% 21% 5.0%
1.9 450.0 AAA 27 71.7 6.8% - 30% 31 5.3
1.5 352.5 AAA 30 50.0 6.5% - 30% 14 4.7
1.0 430.0 A+ jf_Q 25.0 - 7.0% - 50% 13 5.8
$6.8  $1,831.0 127

(1) Represents the number of CMBS tranches that comprise the collateral pool for the applicable CDO of
CMBS transaction.

(2) The “Attachment Point” is the percentage of losses in the collateral pool that must occur before we are
obligated to pay claims. The “Detachment Point” is the point where the percentage of losses reach a level
where we cease to have an obligation to pay claims on additional losses. For example, a 7.0% attachment
point on a $1.0 billion collateral pool means that we are not obligated to pay claims until there are $70.0
million of losses, and a 50% detachment point means that our obligation to pay claims for losses ceases
when the transaction reaches an aggregate of $500 million of losses.

(3) The average remaining subordination after giving effect to both amortization of principal and realized
losses.

(4) Delinquencies reflect the average percentage (of total notional) of the CMBS collateral, which are
delinquent. Even if all current delinquencies resulted in defaults, additional subordination would remain.

The total balance of the reference obligations in these collateral pools equals $6.8 billion. The loan collateral
pool supporting our $1.8 billion of outstanding exposure to the CDOs of CMBS consists of approximately 15,000
loans with a balance of approximately $192.5 billion. Approximately 33.2%, 32.1% and 15.0% of the underlying
loan collateral was for office space, retail space and multi-family property, respectively. The remaining
underlying loan collateral is well diversified both geographically and by property type. While there is some risk
in CMBS securitizations that the underlying loan collateral cannot be refinanced when due (particularly in the
current economic downturn), we believe that such risk in our portfolio, particularly given our current
subordination levels, is limited given that only approximately 18% of the underlying loans will become due
before 2015.

We have exposure to RMBS, including exposure to subprime RMBS, through two directly insured CDOs of
ABS as summarized in the following table:

Collateral Subordination
) % of % of
CDO Collateral Collateral
Net Par CDO of of (Attachment  (Detachment
OQutstanding RMBS (1) CMBS ABS(2) CDO Other Total Amount Point) Point)
(In millions) (In millions)
$150.0 64.8% 0.0% 00% 0.0% 35.2%(3) 100% $78.0 13.0% 38.0%
$465.5 59.7% 160% 14.7% - 3.9% 57% 100% “) 4 100%

(1) Approximately 15.8% of the collateral in the $150.0 million transaction and 39.9% of the collateral in the
$465.5 million transaction represents subprime RMBS.

(2) Includes CDOs which contain RMBS and CMBS.

(3) Includes 25.2% of ABS collateral other than RMBS and CMBS.

(4) Although the current attachment point equals $63.2 million (12.0%), we currently expect to pay claims on
this transaction as discussed below.
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The $465.5 million CDO of ABS transaction is currently rated CC internally, CC by S&P and Ca by
Moody’s. In this transaction, we provide credit protection through a CDS on the senior most tranche of a CDO of
ABS transaction with the underlying collateral consisting predominantly of mezzanine tranches of MBS. As of
December 31, 2009, $349.9 million (or 66.5%) of the collateral pool was rated BIG, and $230.3 million (or
43.8%) of the collateral pool has defaulted. Due to the substantial deterioration of the underlying collateral, we
currently expect to begin paying claims related to interest shortfalls on this transaction in 2010. However, due to
the structure of this transaction, we do not expect to pay claims related to principal shortfalls until sometime
between 2036 and the legal final maturity date for this transaction in 2046. Although losses for this transaction
are difficult to estimate, we currently believe the ultimate claim payments in respect of principal for this
transaction could be substantially all of our total principal exposure.

The $150.0 million CDO of ABS transaction is currently rated AA- internally and AAA by S&P. While
there has been some deterioration in the collateral for this transaction, 89% of the collateral remains rated
investment grade by S&P and Moody’s and no credits in this transaction have defaulted. This transaction is
scheduled to terminate in March 2010.

Directly Insured CLO Exposure (Risk in Force/Net Par Outstanding—Financial Guaranty—Structured
Finance Insured CDO Portfolio)

We also have $0.8 billion in exposure related to four CLO transactions. Three. of these transactions are
second-to-pay transactions in which we will not be obligated to pay a claim unless the primary insurer defaults
on its insured obligation. These second-to-pay transactions are internally rated between AA to A+ and are
scheduled to mature between 2016 and 2018. We are in a first-loss position with respect to the remaining CLO
transaction (representing $8.0 million of exposure), which is internally rated AAA.

5. Non-CDO ABS Risk (Risk in Force/Net Par Outstanding—Financial Guaranty)

The following table shows the distribution of our $1.3 billion of net par outstanding related to ABS
obligations outside of our insured CDO portfolio. We do not have any financial guaranty exposure to CMBS
outside of CDOs that we insure.

Net Par Percentage of Percentage of
Outstanding ABS Net Par  Total Net Par
Type of Non-CDO ABS Amount Qutstanding  Outstanding
(In billions)
RMBS dOmMEStIC .. v vveeeeeveeenen e $0.6 46.1% 0.7%
RMBS international ... .....eeeeniinrnrreerennraeeecnan, 0.1 7.7 0.1
RMBS total oottt e it ie e it eia e eaa e 0.7 53.8 0.8
CONSUINIET ASSEES .+ v v v v et te e e e aiaan e eaaaeees 03 23.1 0.3
Commercial and other . .. ..o oivt i 0.3 23.1 03
TOtAl ABS ... e eteeeean e $1.3 100.0% 1.4%

The following table provides additional information regarding our exposure to domestic RMBS in our
non-CDO portfolio as of December 31, 2009:

Total Net

Types of RMBS Par Net Par Outstanding % 2006/2007 % of Net Par Outstanding by Rating (2)
By Product Outstanding Direct Assumed (2) Vintage AAA AA _A_ BBB  BIG(3)
Subprime . ....... ..., $226.6 $113.4 -$113.2 2.8%/12.6% 222% 0.9% 0.5% 0.0% 76.4%
Alt-A ... .ol 192.4 65.9 126.5 29.5%/112% 526 — — — 47.4
Prime................ 163.4 121.0 42.4 3.6%/15.6% 89.8 01 16 04 8.1
Second-to-Pay ......... 21.3 0.0 21.3  0.0%/100.0% — 190 — — 81.0
Total RMBS ......... . $603.7  $3003  $303.4  11.5%/16.1% 49.4% 1.0% 0.6% 0.1% 48.9%
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(1) Ratings are based on our internal ratings estimate for these transactions.

(2) We have no direct home equity line of credit (‘HELOC”) exposure. We have not directly written any
subprime RMBS since 2004 or any RMBS since 2005.

(3) All of the BIG exposure is on Radian Asset Assurance’s Watch List and reserves have been established for
these as needed.

6. Reinsurance Exposure (Risk in Force/Net Par Outstanding—Financial Guaranty)

As of December 31, 2009, we had assumed approximately $26.4 billion in exposure from our primary
reinsurance customers, compared to $36.9 billion as of December 31, 2008. The decline in assumed net par
outstanding in 2009 was primarily due to the Ambac Commutation (which is more fully described below). The
following table summarizes the distribution of our assumed net par outstanding by type of issue and as a
percentage of our assumed net par outstanding as of December 31, 2009:

Types of Reinsurance Obligations 2009
Amount Percent
(In billions)
Public Finance:
General obligation and other tax-supported ........... ...ttt $12.2 46.2%
Water/sewer/electric/gas and other investor-owned utilities ...................... 39 14.8
AJrports/Aransportation .. ... ........ii it e 3.3 12.5
Healthcare and long-termcare . ........... ... iiuit v enannenennn 2.2 8.3
Escrowed transactions . . ... ....vit it it e s 1.3 4.9
HOUSINg .« oottt ettt e e e i 0.4 1.5
Bducation ... ...ttt e s 0.3 1.2
Other municipal (1) .. ..ot i et e e e - 0.6 2.3
Total public finance ............. ... ittt i 24.2 91.7
Structured Finance: :
Collateralized debt obligations .......... ... ... . . . i i, e 1.3 4.9
Asset-backed obligations (2) . ....... ... . e 0.8 3.0
Other structured (3) . .ot vttt e e 0.1 04
Total structured finance .. .......... ...ttt 2.2 8.3
Total L e $26.4 100.0%

(1) Includes other types of municipal obligations, none of which individually constitutes a material amount of
our assumed net par outstanding.

(2) Includes mortgages and MBS, consumer, commercial and other ABS.

(3) Includes other types of structured finance obligations, none of which individually constitutes a material
amount of our assumed net par outstanding.

As of December 31, 2009, $17.2 billion or 65.3% of our outstanding assumed net par was assumed under
treaty reinsurance, while $9.2 billion or 34.7% of our outstanding assumed net par was assumed under facultative
agreements.

As a result of the downgrades of our financial guaranty subsidiaries, several of our reinsurance customers
recaptured all or a substantial portion of their business ceded to us. As a result, an aggregate of $17.3 billion of
net par has been recaptured or commuted, including $9.8 billion of net par outstanding assumed from Ambac (the
“Ambac Commutation”). The risk commuted under this agreement represented 99.7% of Radian Asset
Assurance’s reinsured portfolio with Ambac, 26.2% of Radian Asset Assurance’s total reinsurance portfolio and
9.8% of Radian Asset Assurance’s total insured portfolio, in each case as of June 30, 2009. The Ambac
Commutation also reduced Radian Asset Assurance’s financial guaranty exposure to MBS by 41.9% as of
June 30, 2009.
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7. Financial Guaranty Exposure Currently Subject to Recapture or Termination (Risk in Force/Net Par
Outstanding—Financial Guaranty)

All of our unaffiliated reinsurance customers have the right to recapture business previously ceded to us due
to the downgrades of our financial guaranty financial strength ratings. As of December 31, 2009, $26.3 billion of
our net assumed par outstanding (included in total net par outstanding) was subject to recapture.

As of December 31, 2009, as a result of the downgrades of our financial guaranty financial strength ratings,
the counterparties to 133 of our financial guaranty transactions currently have the right to terminate these
transactions. If all of these counterparties had terminated these transactions as of December 31, 2009, our net par
outstanding would have been reduced by $37.7 billion, with a corresponding decrease in unearned premium
reserves of $11.5 million and a decrease in the present value of expected future installment premiums of $152.1
million. Net unrealized losses on derivatives of $192.1 million would also have been reversed had these
transactions been terminated. We have no transaction where our counterparty currently has the right to terminate
the transaction with settlement on a mark-to-market basis.

I11. Defaults and Claims

We establish reserves to provide for losses and the estimated costs of settling claims in both our mortgage
insurance and financial guaranty businesses. Setting loss reserves in both businesses involves significant use of
estimates with regard to the likelihood, magnitude and timing of a loss. We have determined that the setting of
loss reserves in our businesses constitutes a critical accounting policy. Accordingly, a detailed description of our
policies is contained in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Critical Accounting Policies—Reserve for Losses” included in Item 7 below and in Notes 2 and 10
of Notes to Consolidated Financial Statements.

A. Mortgage Insurance (Defaults and Claims)

The default and claim cycle in our mortgage insurance business begins with our receipt of a default notice
from the insured lender. A “default” is defined under our master policy as a borrower’s failure to make a
payment equal to or greater than one monthly regular payment under a loan. Generally, our master policy of
insurance requires the insured to notify us of a default within 15 days of (i) the loan’s having been in default for
three months or (ii) the occurrence of an early default in which the borrower fails to make any one of the initial
12 monthly payments under a loan so that an amount equal to two monthly payments has not been paid.

Defaults, whether voluntary or involuntary, can occur due to a variety of factors, including death or illness,
divorce or other family problems, unemployment, overall changes in economic conditions, housing value
changes that cause the outstanding mortgage amount to exceed the value of the home or other events. Depending
on the type of loan, defaults also may be caused by rising interest rates or an accumulation of negative
amortization. Involuntary defaults are those that occur due to factors generally outside the control of the
borrower (e.g., job loss, unexpected interest rate changes or in the event of death). Voluntary defaults are those
where the borrower willingly walks away from his or her mortgage obligation despite the ability to continue to
pay. These types of defaults often are caused by significant negative changes in property values where the
borrower makes a decision not to continue to support a mortgage balance that exceeds the value of the home.
Voluntary defaults may be exacerbated by the fact that many borrowers in the recent past were not required to
pay closing costs or make a significant down payment on their homes, leaving these borrowers with little
incentive to remain in their homes when values have depreciated. In addition, we believe that some borrowers
may voluntarily default on their mortgages to take advantage of many of the loan modification programs that
have been announced or implemented to help stem the rising number of defaults and foreclosures.
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The following table shows the number of primary and pool loans that we have insured, the related loans in
default and the percentage of loans in default as of the dates indicated:

December 31
2009 2008 2007
Primary Insurance:
Prime
Number of insured loansinforce .............. ... ... ..o 667,219 692,135 630,352
Number of loansindefault (1) ..., 85,650 51,267 25,339
Percentage of loans in default ............c..ccoveuiniiiiiiin... 12.8% 7.4% 4.0%
Alt-A
~ Number of insured loans in force . ............oveiiiiiiniean.... 104,231 149,439 172,085
Number of loans in default (1) .. ..o ennas, 37,472 35,706 16,763
Percentage of loans in default ................ ... ... 36.0% 23.9% 9.7%
A Minus and below
Number of insured loans in force . . ... ..o 73,219 81,504 92,600
Number of loansindefault (1) ...... .ot 28,876 23,580 18,746
Percentage of loansindefault ........... ... ... ... ... ... ... 39.4% 28.9% 20.2%
Total Primary Insurance
Number of insured loansinforce . .......... ... ... ‘844,669 923,078 895,037
Number of loansindefault (2) ......... oottt 151,998 110,553 60,848
Percentage of loans in default ............... J 18.0% 12.0% 6.8%
Pool Insurance: ‘
Number of loans in default (1)(3) .......ccvvviinn.. e 36,397 32,677 26,526

(1) For reporting and internal tracking purposes, we do not consider a loan to be in default until the loan has
been in default for 60 days. Accordingly, the amounts represented in this table exclude loans that are 60 or
fewer days past due, in each case as of December 31 of each year.

(2) Includes 3,302, 5,373 and 4,477 defaults at December 31, 2009, 2008 and 2007, respectively, for which
reserves have not been established because they were associated with transactions where no claim payment
was anticipated primarily due to deductibles or where a partial reserve has been recorded that is less than the
gross calculated reserve due to the presence of a deductible.

(3) Includes 18,033, 23,364 and 20,194 defaults at December 31, 2009, 2008 and 2007, respectively, for which
reserves have not been established because they were associated with transactions where no claim payment
was anticipated primarily due to deductibles or where a partial reserve has been recorded that is less than the
gross calculated reserve due to the presence of a deductible.

We generally do not establish reserves for loans that are in default if we believe we will not be liable for the
payment of a claim with respect to that default. For example, for those defaults in which we are in a second-loss
position, we calculate what the reserve would have been if there had been no deductible. If the existing
deductible is greater than the reserve amount for any given default, we do not establish a reserve for the default.

The following table shows the number of modified pool loans that we have insured, the related loans in
default and the percentage of loans in default as of the dates indicated:

December 31

2009 2008 2007

Modified Pool Insurance:

Number of insured loansinforce ....................... e 42,509 86,350 95,454
Number of loansindefault ...... ... ... ... . .. .. . i 12,677 16,725 6,803
Percentage of loans indefault ............ ... ... ... o i 298% 194% 7.1%
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The default rate in our mortgage insurance business is subject to seasonality. Historically, our mortgage
insurance business experiences a fourth quarter seasonal increase in defaults and a first quarter seasonal decline
in defaults. While this historically has been the case, macroeconomic factors in any given period may influence
the default rate in our mortgage insurance business more than seasonality.

The following table shows the states with the highest primary mortgage insurance defaults and the
corresponding default rates as of the dates indicated, including prime and non-prime loans:

December 31
2009 2008 2007
States with highest number of defaults:
Florida . . ..o e 24,108 15.9% 17,803 16.1% 6,679 11.0%
California . ....ovvi et e 17,136 113 12,718 11.5 4,500 74
TIHDOIS & v vt e ettt e e e e e e e 7882 52 5,186 47 2842 4.7
GEOTZIA + . vt 7864 52 5385 49 3275 54
MiChigan ... ...ovvriiiiiii i 7196 47 5522 50 3,820 63

Mortgage insurance claim volume is influenced by the circumstances surrounding the default. The rate at
which defaults cure, and therefore do not go to claim, depends in large part on a borrower’s financial resources
and circumstances, Jocal housing prices and housing supply (i.e., whether borrowers may cure defaults by selling
the property in full satisfaction of all amounts due under the mortgage), interest rates and regional economic
conditions. In our first-lien mortgage insurance business, the insured lender is required to complete foreclosure
proceedings and obtain title to the property before submitting a claim. It can take anywhere from three months to
five years for a lender to acquire title to a property through foreclosure, depending on the state. On average, we
do not receive a request for claim payment until approximately 15 months following a default on a first-lien
mortgage. This time lag has increased recently, as we have observed a slowdown in foreclosures and
subsequently, a slowdown in claims submitted to us, due to foreclosure moratoriums imposed by various
government entities and lenders. In our second-lien mortgage insurance business, we typically are required to. pay
a claim much earlier, within approximately 150 days of a borrower’s missed payment.

Claim activity is not spread evenly throughout the coverage period of a book of business. Historically,
relatively few claims on prime business are received during the first two years following issuance of a policy and
on non-prime business during the first year. Claim activity on prime loans has historically reached its highest
level in the third through fifth years after the year of policy origination, and on non-prime loans this level is
expected to be reached in the second through fourth years. Based on these trends, approximately 50.6% of our
primary risk in force, and approximately 27.2% of our pool risk in force at December 31, 2009 had not yet
reached its highest claim frequency years. At December 31, 2008, the comparable percentages were 62.5% and
18.6%, respectively. The insurance we wrote from 2005 through the first half of 2008 has experienced default
and claim activity sooner than has been the case for our historical books of business. Because it is difficult to
predict both the timing of originating new business and the cancellation rate of existing business, it is also
difficult to predict, at any given time, the percentage of risk in force that will reach its highest claim frequency
years on any future date.
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The following table shows cumulative claims paid by us on our primary insured book of business at the end
of each successive year after the year of original policy issuance, referred to as a “year of origination,” expressed
as a percentage of the cumulative premiums written by us in each year of origination:

Claims Paid vs. Premiums Written—Primary Insurance

End of End of End of End of End of End of End of End of End of

Year of Origination Istyear 2nd year 3rd year dthyear Sthyear 6thyear 7thyear 8thyear 9thyear
2001 ...l 04% 107% 295% 46.9% 542% 57.8% 60.0% 61.5% 62.5%
2002 ...l 0.5% 85% 234% 323% 37.0% 40.7% 42.8% 44.1%

2003 ...l 0.4% 73% 171% 23.0% 280% 31.1% 33.3%

2004 ...l 0.6% 6.6% 158% 28.0% 389% 45.5%

2005 ...l 0.3% 6.0% 247% 58.9% T14.0%

2006 ...l 09% 131% 454% 63.6%

2007 ... 0.5% 9.8% 33.6%

2008 ... 0.2% 5.0%

2009 ...l —

In late 2007, we implemented more restrictive underwriting guidelines. As a result, we expect the loss ratio
(ratio of claims paid compared to premiums earned during a reporting period) to improve for policy year 2008
and to significantly improve for our 2009 policy year. Our 2009 policy year consists of loans with significantly
improved risk characteristics, including predominantly prime credit quality, with FICO scores of 740 or above
and LTV ratios lower than any of our previous policy years. Business written in 2005 through the first half of
2008 contained a significant amount of poorly underwritten business, including subprime, Alt-A and higher LTV
loans. As a result, we expect substantially higher ultimate loss ratios for these loans than in previous policy years.

In addition to claim volume, another significant factor affecting losses is claim severity. The severity of a
claim is determined by dividing the claim paid by the original loan amount. The main determinants of the
severity of a claim are the size of the loan, the amount of mortgage insurance coverage placed on the loan, and
the impact of our loss management activities with respect to the loan. Pre-foreclosure sales, acquisitions and
other early workout efforts help to reduce overall claim severity. The average claim severity for loans covered by
our primary insurance was 26.6% for 2009, compared to 27.6% in 2008 and 27.5% in 2007.
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The following table shows claims paid information for primary mortgage insurance for the periods
indicated:

Year Ended December 31

2009 2008
(In thousands)
Direct claims paid:
Prime ... $ 368,820 $310,965
AlFA 219,544 210,700
Aminusandbelow ........... . 163,069 211,612
Second-lienand other ........ ... .. ... ... .. . 66,584 182,872
Subtotal .................... e e et e 818,017 916,149
Impact of first-lien terminations .......................... ... . ... ... .. 197,692 —
Impact of captive terminations .................... ... ... 0 (132,941) —
Impact of second-lien terminations .....................c....0 oo 87,323 —
Nettotal ... $ 970,091 $916,149
Average claim paid (1):
Prime ... $ 428 $§ 409
AlFA 54.9 54.8
Aminusandbelow .......... ... . 39.1 39.0
Second-lienandother ................ ... ... ... . .. . . 41.2 35.5
Average claim paid on all products . ......................0 44.5 41.6
States with highest claims paid (first-lien):
California ........ ... $ 1650 $ 1159
Florida ... ... 98.9 45.6
AMZONA . ..o 71.4 26.0
Michigan ...... ... . 64.7 68.8
Georgia . ... 49.9 443

(1) Calculated without giving effect to the impact of terminations of captive reinsurance transactions and first-
lien and second-lien transactions.

Claims paid in California, Florida, and Arizona have increased significantly as home price depreciation in
those states has been greater than the national average. California and Florida also contain a higher percentage of
Alt-A loans, which have had a higher claim frequency. Claims in the Midwest and Southeast have been rising,
and we believe will continue to rise, due to the weak industrial sector of the economy in those areas and
significant home price depreciation in those states. A much higher level of claims exist in Michigan, as problems
with the domestic auto industry and related industries have depressed economic growth, employment and
housing prices in that state.

B. Financial Guaranty (Defaults and Claims)

The patterns of claim payments in our financial guaranty business tend to fluctuate and may be low in
frequency and high in severity. In the event of default, principal payments under a typical financial guaranty
insurance policy that we provide or reinsure may not be accelerated without our or the ceding company’s
approval. Without such approval, the policyholder is entitled to receive payments of principal and interest from
us or the ceding company on their regularly scheduled dates as if no default had occurred. In certain of the MBS
we insure, we may become obligated to pay claims to the extent the outstanding principal balance of the insured
obligation exceeds the value of the collateral underlying such obligations for a specified number of reporting
periods. We or the ceding company often have remedies against other parties to the transaction, which may be
exercised both before and after making any required default payments.
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In our syntheti¢ corporate CDO transactions, losses arise upon the occurrence of a credit event (i.e.,
bankruptcy, a failure to pay or certain restructuring of debt) set forth in our agreement with respect to a covered
corporate entity or money borrowed by such defaulting entity. Once a loss arises, we typically are obligated to
pay a claim in an amount equal to the decrease in market value below par (100% of the outstanding principal
amount we have agreed to insure) of a senior unsecured corporate bond selected by our counterparty in
accordance with specific criteria set forth in our agreement, but only to the extent that the aggregate of all such
loss amounts exceeds an agreed upon amount of subordination.

In certain of our TruPs CDO contracts, our counterparty potentially may require that, on the date our CDS
contract terminates, we pay them the outstanding par on our insured obligations if an event of default under the
applicable TruPs CDO indenture exists as of such termination date. See Risk in Force/Net Par Outstanding—
Financial Guaranty —Structured Finance Insured CDO Portfolio—Directly Insured Trust Preferred CDO
Portfolio for additional information regarding circumstances where we may be obligated to pay such amount.

In our financial guaranty reinsurance business, claim payments due to the ceding companies are typically
settled net of premiums payable to us.

The following table shows financial guaranty’s incurred losses and claims paid for each period indicated:

Year Ended December 31
2009 2008
(In thousands)

Incurred losses:

Financial Uaranty . ... ... .....uuoot ottt ettt $ 40,861 $124,303

Trade credit FEINSUIANCE . . ...ttt et ettt e e er e aenneeeens o 4,114) (9,808)
Lo Al .ottt e e $ 36,747 $114,495
Claims Paid:

Financial Uaranty ... ... ... ...ttt e $134,019 $128,972

Trade creditreinsurance ................cureiienenn.. e 776 3,440
Total ........ e e e e Ot $134,795 $132,412

IV. Loss Management
A. Mortgage Insurance (Loss Management)

In 2008 and 2009, we added significant resources to our mortgage insurance loss management department in
order to better manage losses in the uncertain housing market and rising delinquency and claim environment. Our
loss management function consists of approximately 153 full-time employees dedicated to minimizing claim
payment, representing a 66% increase in the number of full-time loss management employees from 2008. Loss
management pursues opportunities to mitigate losses both before and after claims are received.

In our traditional mortgage insurance business, upon receipt of a valid claim, we generally have the
following three settlement options:

(1) pay the maximum liability—determined by multiplying the claim amount (which consists of the unpaid
loan principal, plus past due interest (up to a maximum of two years) and certain expenses associated
. with the default) by the applicable coverage percentage—and allow the insured lender to keep title to
- the property; '

(2) pay the amount of the claim required to make the lender whole, commonly referred to as the
“deficiency amount” (not to exceed our maximum liability) following an approved sale; or

(3) pay the full claim amount and acquire title to the.property.
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In general, we base our selection of a settlement option on the value of the property. In 2009, we settled
89.5% of claims by paying the maximum liability (compared to 92% of claims in 2008), 10.4% by paying the
deficiency amount following an approved sale (compared to 7% of claims in 2008) and less than 1% by paying
the full claim amount and acquiring title to the property (also less than 1% in 2008). Declining property values in
many regions of the U.S. since 2007 have made our loss management efforts more challenging. If property
values continue to further decline, our ability to mitigate losses could be adversely affected, which could have an
adverse effect on our business, financial condition and operating results.

For pre-claim default situations, our loss management specialists focus on the following activities to reduce

losses:

communication with the insured or the insured’s servicer to ensure the timely and accurate reporting of
default information, including the status of any completed modification or modifications in process
(specifically identifying those that are part of Home Affordable Modification Program (“HAMP”) and
Home Affordable Refinance Program (“HARP”));

prompt and appropriate responses to all loss mitigation opportunities presented by the borrowers,
mortgage servicers, realtors, and/or any other authorized parties; and

proactive communication directly with borrowers through extensive borrower outreach campaigns to
promote homeownership preservation by offering assistance to borrowers in compiling “HAMP
Ready” retention/financial packages to be delivered to servicers for fulfillment.

After a claim is received and/or paid, our loss management specialists focus on:

a review to ensure that program compliance and our policy requirements have been met;

analysis and prompt processing to ensure that valid claims are paid in an accurate and timely manner;
responses to real estate owned loss mitigation opportunities presented by the insured,

aggressive management and disposal of acquired real estate; and’

post-claim payment activities to maximize recoveries on various products including, when appropriate,
the pursuit of deficiencies through subrogation and/or acquired rights.

We have also implemented a number of borrower help initiatives, such as:

« FastAdvance, where we advance to the servicer 15% of our claim responsibility, up to $15,000, in

order to cure a defaulted loan, possibly in conjunction with a loan modification, as well as to facilitate
the future performance of that loan by subsidizing the payment of interest and/or escrow for the loan;

consumer credit counseling, where a third party provides free credit counseling and other services to a
defaulted borrower who is 60 days or more delinquent on their mortgage payments;

consumer self help, where we have built a borrower education website with links to other helpful
websites to facilitate the collection of “HAMP Ready” borrower financial/retention packages to be
delivered to servicers; and

consumer assistance, where we have created a network of Component Loss Mitigation Outsourcers
(“CLMO”) who proactively contact borrowers and assist them in completing “HAMP Ready”
financial/retention packages to be delivered to their respective servicers. In 2010, we plan to introduce
a pilot program to provide “face to face” borrower outreach and education interviews to promote
homeownership and facilitate retention workouts.

We continue to participate in the large scale modification programs being led by the U.S. Treasury
Department and the Federal Housing Finance Agency (“FHFA”), several top 10 mortgage servicers and

numerous

borrower outreach campaigns being conducted by HOPE NOW, of which we are a member. See

“Regulation—Federal Regulation—Indirect Regulation” below for information regarding recent modification

programs.
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Our loss management department performs additional loss management services through identifying and
investigating insured loans involving non-compliance with the terms of our policies of insurance (or commitment
letter for structured transactions) to ensure that claims are ultimately paid, as agreed, for valid and insurable
risks. Much of our effort involves the identification, investigation and reporting of mortgage fraud schemes that
impact our losses. We work closely with legal counsel, law enforcement and fraud prevention organizations, and
work to promote mortgage fraud awareness, detection and prevention among our personnel and client lenders.
When a claim is submitted for payment, we investigate (i) whether the loan qualified for insurance at the time the
certificate of coverage was issued and (ii) whether the claimant has satisfied its obligation in meeting all
conditions precedent to claim payment. If we determine that a loan did not qualify for insurance or that the
claimed loss is not covered, we notify the claimant explaining the basis of our decision. If the claimant submits
no rebuttal, our decision becomes final. If a rebuttal is received, the claim is re-examined. After completion of
this process, if we determine that the loan did not qualify for coverage, the insurance certificate is rescinded (and
the premium refunded), or if the loss is not covered, the claim is denied.

Beginning in 2008 and continuing throughout 2009, we began placing experienced loss mitigation personnel
on-site with our key servicing partners to improve communication and workflow, allowing us to act more quickly
to reduce loss exposure. We also created a Default Servicing Strategy Group which includes field-based
representatives of loss management who make regular visits to our servicing partners to improve communication
and better implement our programs that could mitigate losses. We plan to expand this effort throughout 2010.

In 2009, we implemented a Servicing Review Program, pursuant to which we audit our servicers’
performance with respect to default management (with a focus on collections and loss mitigation) and their
compliance with our established underwriting guidelines. In instances where issues are identified, we work with
our servicers to affect appropriate and acceptable remediation to address those deficiencies.

B. Financial Guaranty (Loss Management)

The risk management function in our financial guaranty business is responsible for the identification,
analysis, measurement and surveillance of credit, market, legal and operational risk associated with our financial
guaranty insurance contracts. Risk management, working with our legal group, is also primarily responsible for
claims prevention and loss mitigation strategies. This discipline is applied both at the point of origination of a
transaction and during the ongoing monitoring and surveillance of each exposure in the portfolio. The risk
management function is structured by area of expertise and includes the following areas: risk analytics; public
finance; structured finance; and portfolio management.

Our public finance and structured finance groups utilize several tools to monitor our directly insured
portfolio. We generally require, for each of our directly insured transactions, the regular delivery of periodic
financial information, including covenant compliance reports that are reviewed by the risk manager assigned to
the particular credit. For substantially all our public finance credits, each risk manager prepares regular written
surveillance reports for each credit, which contain financial analysis of the credits together with the manager’s
internal rating for the transaction. For our directly insured corporate CDO and TruPs CDO transactions, we
perform quarterly stress analyses and we update our financial analysis on our TruPs CDO transactions at least
quarterly. Observed deterioration in the performance of a credit may prompt additional and more frequent
review. We monitor not only the nominal exposure for each obligor for which we provide protection in our
corporate CDO transactions, but also risk-adjusted measures, taking into account, among other factors, our
assessment of the relative risk that would be represented by direct exposure to the particular obligor and the
remaining subordination in the transactions in which we are exposed to a particular obligor.

Upon continued performance deterioration, we may conduct additional or more frequent review of a credit,
downgrade the internal credit rating for a credit or if appropriate, move the credit to the financial guaranty Watch
List. All amendments, consents and waivers related to a transaction are also reviewed and evaluated by the
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appropriate risk manager. In addition to individual credit analysis, the risk management department is responsible
for following economic, environmental and regulatory trends and for determining their potential impact on our
insured portfolio. :

The portfolio management group oversees all portfolio level analysis and reporting of our insured financial
guararity portfolio. This group is also primarily responsible for the analysis of our assumed financial guaranty
portfolio and the oversight of the credit risk relationship with our reinsurance customers. The head of the
portfolio management team directs the “Watch and Reserve” process (which is more fully described below), and
chairs the quarterly Watch and Reserve meetings, at which reserve recommendations are made on the portfolio.

The risk analytics team is responsible for the analysis of market risk factors and their impact on economic
capital. Key market risk factors, including interest-rate risk and credit spreads, are assessed on an individual
credit and insured portfolio basis. The risk analytics team has developed quantitative tools and models to
measure these risks, which incorporate the risk assessments and internal ratings assigned by each of the teams
within risk management. We use an internal economic capital methodology to attribute economic capital to each
individual credit exposure within our insured portfolio. This methodology relies heavily on our ability to quantify
the individual risks of default and prepayment underlying each transaction in our insured portfolio. Economic
capital is also the basis for calculating risk-adjusted returns on our capital (“RAROC”), which allows us to
establish criteria for weighing the credit risk relative to the premium received.

In our financial guaranty reinsurance business, the primary obligation for assessing and mitigating claims
rests with our ceding reinsurance customers. To help align the ceding company’s interests with ours, we
generally have required that the ceding company retain a portion of the exposure on any single risk that we
reinsure. Our portfolio management group is responsible for the periodic diligence and evaluation of the
underwriting and surveillance capabilities of the ceding companies. Each of the ceding companies is obligated to
provide us with quarterly updates to their own watch and reserve lists, including reserve information. In the event
that we have identified a potential deficiency in the surveillance activities of a ceding company, appropriate
personnel in our risk management department may conduct an independent analysis to the extent adequate
information is available. We also may have an independent view on assumed credits where we also have direct
exposure based on the information obtained through our independent credit review. As a result, we may assess
credits and establish reserves based upon information in addition to that received from the ceding company.

There are both performing and under-performing credits in our financial guaranty portfolio. Performing
credits generally have investment-grade internal ratings, denoting nominal to moderate credit risk. However,
claim liabilities may be established for performing credits if the expected losses on the credit exceed the
unearned premium revenue for the contract based on the present value of the expected net cash outflows. If our
risk management department concludes that a directly insured transaction is underperforming, it is placed in one
of three designated watch list categories for deteriorating credits: Special Mention, Intensified Surveillance or
Case Reserve. Assumed exposures in financial guaranty’s reinsurance portfolio are generally placed in one of
these categories if the ceding company for such transaction downgrades it to an equivalent watch list
classification. However, if our financial guaranty risk management group disagrees with the risk rating assigned
by the ceding company, we may assign our own risk rating rather than using the risk rating assigned by the
ceding company.

Our financial guaranty business has a Watch and Reserve Committee that meets quarterly to review under-
performing credits and establish reserves for transactions. The Watch and Reserve Committee is chaired by the
head of the portfolio management group and includes senior management, credit, legal and finance personnel
from both the financial guaranty business and Radian Group. Radian Group’s board of directors has formed a
Credit Committee of independent directors to assist the board in its oversight responsibilities for our credit risk
management policies and procedures, including heightening board-level awareness of the impact of developing
risk trends in our portfolio. Our risk management group updates this committee, no less frequently than on a
quarterly basis, on all aspects of risk management, including portfolio/sector analysis, risk management policies
and Watch and Reserve Committee recommendations and decisions.
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The following is additional information regarding financial guaranty’s categories for deteriorating credits:

Special Mention. This category includes insured transactions that are internally rated no more than two
rating levels below investment grade upon the observation and analysis of financial or asset performance
deterioration by the appropriate risk manager. Although these insured transactions typically are not performing as
expected, we have determined that such transactions are not expected to have severe, prolonged stress and we do
not believe that claim payments are imminent. The credits in this category could have.all or some of the
following characteristics:

* non-investment grade obligations with increasing credit risk, but with the possibility of recovering and
returning to investment grade levels;

» slight probability of payment default due to current adverse economic conditions and operating
challenges;

» limited capacity for absorbing volatility and uncertainty;

e vulnerability to further downward pressure which could lead to difficulty in covering future debt
obligations; and ‘

*» requires additional monitoring by the risk manager to evaluate developing, potentially adverse credit
trends.

Direct and assumed exposures in this category that satisfy certain criteria, including minimum outstanding
par thresholds, are typically reported on annually or more frequently if there is a change to the credit profile.
Other exposures that do not satisfy applicable criteria are reviewed at the discretion of the risk manager, senior
management, the Watch and Reserve Committee Chairperson or the Chief Risk Officer for our financial guaranty
business.

Due to the-additional efforts involved in monitoring Special Mention credits, consultants and/or legal -
counsel may be engaged to assist in claim prevention or loss mitigation strategies.

Intensified Surveillance. This category includes transactions in financial guaranty’s insured portfolio that are
internally rated BIG and indicate a severe and often permanent adverse change in the transaction’s credit profile.
Transactions in this category are still performing, meaning they have not yet defaulted on a payment, but our risk
management department has determined that there is a substantial likelihood of default. Transactlons that are
placed in this category may have some or all of the following characteristics:

s non-investment grade transactions with high credit risk and low possibility of recovery back to
performing levels;

¢ impaired ability to satisfy future payments;

» debtors or servicers with distressed operations that we believe have a questionable ability to continue
_operating in the future without external assistance from government and/or private third parties;

» requires frequent monitoring and risk management action to prevent and mitigate possible claims; and

¢ requires the allocation of claim liability reserves.

Insured transactions are generally 